\ 


\  S.  Hrg.   104-102 

EXPLORING  THE  FUTURE  OF  THE  SMALL  BUSINESS 

ADMINISTRATION 


Y4.SM  1/2;  S.  HRG,  104-102 


Exploring  the  Future  of  the  Snail  B. . . 


HEARING 

BEFORE  THE 

COMMITTEE  ON  SMALL  BUSINESS 
UNITED  STATES  SENATE 

ONE  HUNDRED  FOURTH  CONGRESS 

FIRST  SESSION 


FEBRUARY  10,  1995 


^^^<^A^ 


%. 


Printed  for  the  use  of  the  Committee  on  Small  Business 


U.S.    GOVERNMENT  PRINTING  OFFICE 
9&-716  WASHINGTON  :  1995 


For  sale  by  the  U.S.  Government  Printing  Office 
Superintendent  of  Documents.  Congressional  Sales  Office,  Washington,  DC  20402 
ISBN   0-16-047501-5 


\ 


V  S.  Hrg.   104-102 

EXPLORING  THE  FUTURE  OF  THE  SMALL  BUSINESS 

ADMINISTRATION 


Y4.BM  1/2;  S.  HRG,  104-102 


Exploring  the  Future  of  the  Snail  B. . . 


HEARING 

BEFORE  THE 

COMMITTEE  ON  SMALL  BUSINESS 
UNITED  STATES  SENATE 

ONE  HUNDRED  FOURTH  CONGRESS 

FIRST  SESSION 


FEBRUARY  10,  1995 


%^ 


h 


V^'j 


QS?J^^>2r4 


<. 


m 


>ifif 


Printed  for  the  use  of  the  Committee  on  Small  Business 


U.S.   GOVERNMENT  PRINTING  OFFICE 
90-716  WASHINGTON  :  1995 


For  sale  by  the  U.S.  Government  Printing  Office 
Superintendent  of  Documents,  Congressional  Sales  Office.  Washington,  DC  20402 
ISBN   0-16-047501-5 


COMMITTEE  ON  SMALL  BUSINESS 

CHRISTOPHER  S.  BOND,  Missouri,  Chairman 

LARRY  PRESSLER,  South  Dakota  DALE  BUMPERS,  Arkansas 

CONRAD  BURNS,  Montana  SAM  NUNN,  Georgia 

PAUL  COVERDELL,  Georgia  CARL  LEVIN,  Michigan 

DIRK  KEMPTHORNE,  Idaho  TOM  HL\RKIN,  Iowa 

ROBERT  F.  BENNETT,  Utah  JOHN  F.  KERRY,  Massachusetts 

KAY  BAILEY  HUTCHISON,  Texas  JOSEPH  I.  LIEBERMAN,  Connecticut 

JOHN  WARNER,  Virginia  PAUL  D.  WELLSTONE,  Minnesota 

WILLIAM  H.  FRIST,  tennessee  HOWELL  HEFLIN,  Alabama 

OLYMPIA  J.  SNOWE,  Maine  FRANK  R.  LAUTENBERG,  New  Jersey 

Louis  Taylor,  Staff  Director  and  Chief  Counsel 
John  W.  Ball  III,  Democratic  Staff  Director 


^^:) 


(II) 


cv;- 


CONTENTS 


OPENING  STATEMENTS 

Page 

Bond,  The  Honorable  Christopher  S.,  Chairman,  Committee  on  Small  Busi- 
ness, and  a  United  States  Senator  from  Missouri 1 

Bumpers,  The  Honorable  Dale,  Ranking  Minority  Member,  and  a  United 
States  Senator  from  Arkansas  4 

Frist,  The  Honorable  Bill,  a  United  States  Senator  from  Tennessee  43 

Lieberman,  The  Honorable  Joseph  I.,  a  United  States  Senator  from  Connecti- 
cut          48 

WITNESS  TESTIMONY 

Lader,  The  Honorable  Philip,  Administrator,  U.S.  Small  Business  Administra- 
tion; accompanied  by:  Mary  Jean  Ryan,  Associate  Deputy  Administrator 
for  Economic  Development;  Patricia  R.  Forbes,  Deputy  to  the  Associate 
Deputy  Administrator;  Doug  Criscitello,  Deputy  Associate  Deputy  Adminis- 
trator, Management  and  Administration;  Robert  Neal,  Associate  Deputy 
Administrator,  Government  Contracting  and  Minority  Enterprise  Develop- 
ment; Bernard  Kulik,  Associate  Administrator,  Disaster  Assistance;  Martin 
D.  Teckler,  Deputy  General  Counsel;  Doris  Freedman,  Deputy  Chief  Coun- 
sel, Advocacy;  Robert  Stillman,  Associate  Administrator  of  Investment;  and 
Kris  Swedin,  Assistant  Administrator,  Congressional  and  Legislative  Af- 
fairs    5 

ALPHABETICAL  LISTING  AND  APPENDIX  MATERIAL  SUBMITTED 

Bond,  The  Honorable  Christopher  S. 

Opening  statement  1 

Post-hearing  questions  posed  to  Mr.  Lader  and  subsequent  responses  74 

Bumpers,  The  Honorable  Dale 

Prepared  statement  4 

Frist,  The  Honorable  Bill 

Prepared  statement  43 

Lader,  The  Honorable  Philip 

Testimony  5 

Prepared  statement  and  attachments   13 

More  detailed  responses  to  questions  asked  during  the  hearing 61 

Responses  to  post-hearing  questions  from  Chairman  Bond 74 

Responses  to  post-hearing  questions  from  Senator  Pressler  96 

Lieberman,  The  Honorable  Joseph  I. 

Prepared  statement  48 

Pressler,  The  Honorable  Larry 

Prepared  statement  95 

Post-hearing  questions  posed  to  Mr.  Lader  and  subsequent  responses  96 

(III) 


EXPLOREVG  THE  FUTURE  OF  THE  SMALL 
BUSINESS  ADMINISTRATION 


FRIDAY,  FEBRUARY  10,  1995 

United  States  Senate, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:04  a.m.,  in  Room 
SR-428A,  Russell  Senate  Office  Building,  Hon.  Christopher  S. 
Bond,  chairman  of  the  committee,  presiding. 

Present:  Senators  Bond,  Burns,  Kempthorne,  Bennett,  Warner, 
Frist,  Snowe,  Bumpers,  and  Lieberman. 

OPENING  STATEMENT  OF  THE  HONORABLE  CHRISTOPHER  S. 
BOND,  CHAIRMAN,  COMMITTEE  ON  SMALL  BUSINESS,  AND  A 
UNITED  STATES  SENATOR  FROM  MISSOURI 

Chairman  Bond.  The  Small  Business  hearing  will  come  to  order. 
Good  morning  and  thank  you  very  much  for  attending  the  first 
hearing  of  1995  before  the  Senate  Committee  on  Small  Business. 
Today  we  will  begin  an  overview  on  the  future  of  the  Small  Busi- 
ness Administration. 

I  should  tell  our  witnesses  that  almost  all  of  the  members  have 
indicated  they  will  attend,  but  unfortunately  on  a  day  like  today, 
as  so  many  other  days,  there  are  many  other  hearings  going  on.  I 
know  a  Budget  Committee  hearing  has  a  number  of  our  members. 
So  as  small  businesses  have  to  run  efficiently  in  order  to  be  profit- 
able, we  are  going  to  try  to  start  on  time  and  end  on  time  and  hope 
that  as  many  of  our  members  can  join  us  as  possible. 

As  this  committee  explores  the  future  of  the  SBA,  and  we  are 
very  pleased  to  have  the  Administrator  of  the  SBA,  Phil  Lader, 
with  us  today,  I  hope  that  all  the  members  of  the  committee  and 
the  others  who  are  interested  in  SBA  will  consider  the  appropriate 
Federal  role  in  helping  promote  entrepreneurship  and  growing 
businesses  in  this  country.  For  the  past  four  decades,  SBA  has 
been  the  ombudsman  and  advocate  for  small  businesses  in  the  Fed- 
eral Government.  Without  the  focus  and  emphasis  provided  by  SBA 
during  this  period,  America's  small  businesses  might  not  have 
come  to  occupy  the  central  role  that  they  do  today  in  the  U.S.  econ- 
omy. 

However,  this  past  fall,  voters  throughout  the  U.S.  made  it  clear 
they  were  fed  up  with  the  Government  inefficiency,  wasteful  spend- 
ing, and  they  asked  for  a  change.  I  think  it  is  important  for  us  to 
recognize  their  call  is  not  simply  limited  to  fiscal  matters.  Many 
voters  have  expressed  their  unhappiness  with  Government's  failure 
to  meet  their  expectations  in  carrying  out  legitimate  public  respon- 
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sibilities.  I  view  that  call  for  change  as  a  positive  challenge  which 
was  issued  by  the  voters  to  all  of  us  in  Government  to  target  our 
resources  wisely,  increase  our  oversight  over  Federal  activities,  and 
ask  the  basic  questions  of  what  we  are  doing,  why  we  are  doing  it, 
how  are  we  doing  it,  and  do  we  need  to  be  doing  it? 

As  Chair  of  this  Committee,  I  think  we  have  to  create  and  en- 
hance an  atmosphere  where  the  small  business  owner  is  encour- 
aged to  expand  and  to  create  more  jobs.  It  is  critical,  therefore,  that 
we  scrutinize  and  evaluate  every  SBA  program.  If  there  are  some 
that  do  not  work,  we  need  to  weed  them  out.  What  is  working  we 
need  to  support  and  strengthen.  More  importantly,  we  must  push 
ourselves  to  move  beyond  the  structures  and  the  programs  of  the 
status  quo  when  necessary,  if  necessary,  to  respond  to  the  needs 
of  small  business. 

We  hear  a  lot  of  talk  today  about  reinventing  and  streamlining 
Government.  In  the  past  we  have  seen  many  of  these  restructuring 
efforts  fail,  both  in  Government  and  in  the  private  sector.  It  does 
no  good  to  nibble  around  the  edges  of  an  agency  and  chop  off 
helter-skelter  a  few  limbs.  This  tjqje  of  incremental  change  usually 
fails  when  it  becomes  an  exercise  in  covering  over  or  patching  prob- 
lems. However,  neither  will  radical  and  indiscriminate  cuts  in 
agency  functions  and  personnel  yield  the  proper  results.  Such  cuts 
may  accomplish  narrow  budgetary  goals,  but  the  strategy  is  likely 
to  fail  us  in  the  long  run,  particularly  if  we  discover  that  the  wrong 
programs  were  eliminated  or  the  wrong  people  were  let  go. 

If  we  are  serious  about  revitalizing  the  SBA,  and  I  think  we  are 
on  this  Committee,  we  need  to  rethink  the  basic  role  of  the  agency, 
to  assess  its  mission.  We  need  to  identify  its  customers  and  evalu- 
ate what  results  can  be  obtained  from  intelligent  deployment  of 
available  resources. 

Clearly,  the  1996  budget  for  SBA  that  we  received  from  the  Ad- 
ministration could  be  characterized  as  a  nibble  around  the  edges  of 
the  agency.  We  think  that  new  thinking  and  new  assurances  from 
the  Federal  Government  to  the  small  business  community  are 
needed. 

I  think  this  Committee  can  best  serve  America's  emerging  and 
growing  businesses  if  we  get  down  to  our  business  about  what  SBA 
should  do.  We  have  to  take  responsibility  for  encouraging  the  sur- 
vival and  growth  of  small  businesses  that  will  provide  tomorrow's 
innovative  products  and  processes,  and  the  new  jobs  that  result. 
We  look  for  answers  to  the  fundamental  questions,  as  I  mentioned 
earlier,  about  the  mission,  the  customers,  and  the  results  of  the 
agency. 

It  is  a  pleasure  to  welcome  to  the  hearing  Phil  Lader  and  his  co- 
horts. On  Thursday,  February  16,  we  will  hold  a  follow-on  hearing 
with  witnesses  from  a  cross-section  of  the  small  business  commu- 
nity to  hear  their  perspectives  on  this  issue. 

Now  it  is  a  real  pleasure  to  turn  to  my  ranking  member,  a  gen- 
tleman with  whom  I  was  privileged  to  serve  when  he  chaired  this 
Committee,  and  a  neighbor  to  the  south.  Senator  Bumpers. 


Senator  Bumpers.  Thank  you  very  much,  Mr.  Chairman.  I  will, 
with  unanimous  consent,  insert  my  opening  statement  in  the 
record  in  the  interest  of  time. 

Chairman  Bond.  So  ordered. 

[The  prepared  statement  of  Senator  Bumpers  follows:] 


OPENING  STATEMENT  OF  SENATOR  DALE  BUMPERS 

Committee  on  Small  Business 

February  10, 1995 


Mr.  Chairman,  I  want  to  compliment  you  on  scheduling  our  first  hearing  of  the  104th 
Congress  so  promptly  following  the  release  of  President  Clinton's  budget.  This  timing  gives  us 
an  opportunity  to  consider  new  directions  for  the  agency  in  the  coming  year.  I  also  want  to 
thank  and  congratulate  Administrator  Phil  Lader  for  getting  the  Administration's  support  for  the 
most  reasonable  SBA  budget  proposal  we  have  seen  in  my  recollection. 

The  most  remarkable  things  about  the  President's  budget  for  SBA  are  what  it  does  not 
contain:  No  outlandish  lending  fees  for  borrowers;  no  smoke  and  mirror  sales  of  assets  to  help 
hide  the  deficit;  no  elimination  of  useful  and  proven  programs  like  Small  Business  Development 
Centers,  SCORE,  and  Small  Business  bistitutes.  histead,  the  Clinton  Administration  has  gone 
on  the  record  squarely  supporting  the  availability  of  capital  for  small  firms. 

Year  in  and  year  out,  small  business  owners  tell  me  that  the  cost  and  availability  of 
capital  for  daily  operations,  for  business  expansion,  for  inventory,  or  for  fixed  asset  financing  is 
the  biggest  problem  facing  their  sector  of  the  economy.  Today  many  people  are  disgruntled 
about  government  regulation  or  over-regulation  of  businesses,  and  often  rightly  so.  However, 
we  would  be  extremely  short-sighted  if  we  devoted  all  of  the  Committee's  efforts  to  regulatory 
issues,  and  fail  to  address  small  business'  continuing  need  for  affordable  capital.  The  President's 
budget  provides  some  $11. 5  billion  in  small  business  loans  and  loan  guarantees,  plus  all  of  the 
training,  information  and  assistance  programs  of  the  SBA,  plus  all  salaries  and  expenses  of  3600 
SBA  employees,  all  at  a  cost  to  the  Treasury  of  around  $800  million. 

SBA's  loan  programs  work.  They  create  jobs  by  allowing  businesses  to  start  and  expand. 
For  the  most  part,  they  work  reasonably  well  and  have  modest  costs  in  comparison  to  their 
economic  benefits.  These  programs  create  and  sustain  jobs  in  the  economic  sector  that  is 
perennially  the  most  energetic  and  innovative,  but  which  remains  financially  underserved 
because  small  loans  and  small  customers  are  not  the  most  economical  for  large  banks.  I  fear  this 
problem  will  only  worsen  with  the  continuing  onslaught  of  mergers  in  the  world  of  banking. 

I  am  proud  of  the  work  this  Committee  has  done  over  the  last  several  years  in  reinventing 
the  SBIC  program,  in  creating  the  Microloan  program,  and  in  reducing  the  subsidy  cost  of  the 
7(a)  program  by  more  than  half  Whatever  new  directions  Chairman  Bond  and  Chairwoman 
Meyers  may  have  in  mind,  1  hope  they  will  not  flinch  fi-om  the  continuing  need  of  small  business 
owners  for  operating  and  growth  capital  at  a  reasonable  cost.  I  look  forward  to  working  with 
them  and  others  on  the  Committee  on  this  and  other  important  issues. 


Senator  Bumpers.  I  welcome  our  witnesses  here  this  morning.  I 
especially  want  to  welcome  my  former  aide,  Patty  Forbes,  whom  I 
know  Phil  Lader  has  already  found  to  be  extremely  able  and  wise 
on  all  of  these  SBA  issues.  I  had  two  right  arms  when  I  was  chair- 
man, John  Ball  and  Patty  Forbes.  But  since  ycu  all  came  to  power 
and  took  all  of  our  money  away  from  us,  I  could  only  afford  one. 

But  the  committee  is  well  served  by  having  both  Phil  Lader  and 
Ms.  Forbes  here,  and  I  want  to  welcome  you  also,  Ms.  Ryan. 

Chairman  Bond.  Senator,  I  would  not  do  anything  to  cut  off  any 
of  your  right-wing  tendencies.  [Laughter.] 

We  are  delighted  to  have  that  fine  endorsement  for  Ms.  Forbes. 
Now  I  would  like  to  turn  to  the  Senator  from  Idaho,  Senator 
Kempthorne. 

Senator  KEMPTHORNE.  Mr.  Chairman,  thank  you  very  much.  I 
will  withhold  any  opening  statement  and  just  say  that  I  look  for- 
ward to  the  comments  by  the  Administrator  and  his  senior  staff. 

Chairman  Bond.  Thank  you  very  much.  Senator  Kempthorne. 
We  are  joined  by  the  Senator  from  Utah.  Senator  Bennett,  do  you 
have  an  opening  statement? 

Senator  Bennett.  I  will  associate  myself  with  Senator 
Kempthorne's  remarks. 

Chairman  BOND.  Well  done. 

With  that,  Mr.  Lader,  would  you  begin,  please? 

STATEMENT  OF  THE  HONORABLE  PHILIP  LADER,  ADMINIS- 
TRATOR, SMALL  BUSINESS  ADMINISTRATION,  ACCOM- 
PANIED BY  MARY  JEAN  RYAN,  ASSOCIATE  DEPUTY  ADMINIS- 
TRATOR FOR  ECONOMIC  DEVELOPMENT;  PATRICIA  R. 
FORBES,  DEPUTY  TO  THE  ASSOCIATE  DEPUTY  ADMINIS- 
TRATOR; DOUG  CRISCITELLO,  DEPUTY  ASSOCIATE  DEPUTY 
ADMINISTRATOR,  MANAGEMENT  AND  ADMINISTRATION; 
ROBERT  NEAL,  ASSOCIATE  DEPUTY  ADMINISTRATOR,  GOV- 
ERNMENT CONTRACTING  AND  MINORITY  ENTERPRISE  DE- 
VELOPMENT; BERNARD  KULIK,  ASSOCIATE  ADMINIS- 
TRATOR, DISASTER  ASSISTANCE;  MARTIN  D.  TECKLER,  DEP- 
UTY GENERAL  COUNSEL;  DORIS  FREEDMAN,  DEPUTY  CHIEF 
COUNSEL,  ADVOCACY;  ROBERT  STILLMAN,  ASSOCIATE  AD- 
MINISTRATOR OF  INVESTMENT;  AND  KRIS  SWEDIN,  ASSIST- 
ANT ADMINISTRATOR,  CONGRESSIONAL  AND  LEGISLATIVE 
AFFAIRS 

Mr.  Lader.  Mr.  Chairman,  Senators,  members  of  your  staff,  you 
asked  us  to  appear  before  you  today  to  review,  in  your  words,  the 
future  of  the  SBA  and  the  appropriate  role  of  the  Small  Business 
Administration  in  the  Federal  Government  and  the  small  business 
community.  We  very,  very  much  appreciate  this  opportunity  to  do 
so. 

Since  this  is  the  first  occasion  for  us  to  testify  in  this  new  Con- 
gress in  this  context,  I  asked  a  number  of  my  colleagues  to  come 
along  to  become  acquainted  with  you  and  vice  versa.  Mary  Jean 
Ryan  and  Patty  Forbes,  are  my  senior  colleagues  in  the  finance  and 
credit  area.  And  if  I  may  introduce  the  others.  In  the  front  row, 
Doug  Criscitello,  who  was  our  budget  examiner  at  0MB  and  has 
recently  joined  us.  Robert  Neal,  who  heads  our  Government  con- 
tracting and  minority  enterprise  development  area.  Berkie  Kulik, 


who  heads  our  disaster  program;  a  31-year  veteran  called  the  mas- 
ter of  disaster  in  some  circles. 

Chairman  Bond.  A  wonderful  designation.  We  have  a  person  in 
our  office  who  loves  that  title. 

Mr.  Lader.  Marty  Teckler,  who  is  our  deputy  general  counsel. 
You  should  know  that  both  our  general  counsel  and  our  chief  coun- 
sel for  advocacy  are  testifying  at  this  very  hour  before  the  House 
Small  Business  Committee  on  amendments  to  the  Regulatory 
Flexibility  Act.  Doris  Freedman,  is  our  deputy  counsel  in  the  ofTice 
of  advocacy.  And  I  have  to  say  that  Bob  Stillman,  who  heads  our 
SBIC  program,  is  one  of  the  pioneer  venture  capitalists  on  Wall 
Street — one  of  the  most  respected  venture  capitalists  who  decided 
to  in  his,  some  say,  retirement  years,  to  work  even  more  hours  in 
the  Federal  Government  overseeing  this  program  for  us.  And  Kris 
Swedin,  whom  all  of  you  know,  heads  congressional  relations. 

This  committee  is  very  well  aware,  Mr.  Chairman,  of  the  impact 
of  the  20-plus  million  small  businesses;  the  fact  that  they  generate 
one  out  of  every  two  private  sector  jobs  in  our  economy,  and  more 
than  40  percent  of  the  gross  domestic  product.  But  you  asked  me 
to  address  today  some  of  the  mechanics  of  how  our  programs  oper- 
ate, and  especially  in  these  days  of  reinvention,  what  my  vision  is 
of  where  the  SBA  is  going. 

If  I  might  ask  that  my  written  testimony  and  the  charts  which 
we  will  be  showing  you  today  be  submitted  for  the  record. 

Chairman  Bond.  Without  objection,  so  ordered. 

Mr.  Lader.  Thank  you  very  much,  sir. 

My  vision  of  the  SBA  is  very  much  a  public-private  partnership. 
I  have  found  as  a  businessman,  having  spent  the  last  20  years 
doing  turnaround  situations  in  the  private  sector,  that  to  my  sur- 
prise the  SBA  was  far  more  of  a  public-private  partnership  today 
than  I  would  have  suspected.  Let  me  point  out,  one  of  the  biggest 
concerns  in  many  of  the  media  references  is  talking  about  SBA  as 
it  was.  If  I  can  borrow  from  the  Oldsmobile  ad  when  they  say,  "not 
your  father's  Oldsmobile,"  I  think  we  all  have  to  recognize  when  we 
discuss  SBA  today,  it  is  not  your  father's  SBA.  In  the  next  15  to 
20  minutes  I  want  to  go  through  some  of  the  points  about  how  our 
programs  impact  the  Nation's  small  business  community  dem- 
onstrating that  what  we  read  about  oftentimes  refers  to  your  fa- 
ther's SBA,  not  today. 

Current  key  numbers:  Ai  the  beginning  of  FY  1995,  our  business 
portfolio  consisted  of  137,000  separate  financings;  that  is,  small 
businesses  in  America  directly  impacted.  There  is  about  $23  billion 
in  that  portfolio.  In  this  current  fiscal  year,  more  than  1  million 
small  businesses  have  been  directly  assisted  by  the  SBA's  programs 
that  I  will  describe  today. 

As  a  businessman,  and  Senator  Bennett  has  particular  under- 
standing of  this  as  well,  I  have  concern  about  how  healthy  that 
portfolio  is.  And  I  am  proud  to  report  that  the  loss  rate  of  our  port- 
folio is  1.3  percent,  which  compares  very  favorably  with  commercial 
institutions.  In  fact,  in  the  7(a)  loan  program,  the  7(a)  Guaranteed 
Business  Loan  program,  we  enjoy  a  90-percent  currency  rate, 
which  essentially  means  that  90  percent  of  all  the  payments  are 
being  made  within  30  days  of  their  due  date. 


In  this  fiscal  year,  400,000  small  business  jobs  were  created  or 
retained  as  a  result  of  this  SBA  work.  And  if  we  talk  about  disas- 
ters, our  disaster  portfolio  includes  250,000  loans,  which  adds  more 
than  $5  billion  of  disaster  loans  to  the  aforementioned  sum. 

The  cost  to  the  taxpayers  of  the  total  operation  of  this  Agency, 
our  budget  request  for  1996,  is  $750  million.  Yet  that  $750  million 
is  less  than  the  taxes  paid  by  just  three  companies  which  got  criti- 
cal help  from  SBA  early  in  their  growth.  And  that  $750  million 
next  year  will  generate  private  capital  in  this  public-private  part- 
nership of  $15  billion.  That  is  what  I  will  walk  through  with  you 
today,  how  that  type  of  leverage  works  practically. 

The  case  for  today's,  not  your  father's  SBA,  essentially  can  be 
seen,  as  I  like  to  look  at  it,  in  four  separate  file  folders.  First,  ac- 
cess to  capital.  As  you  know,  in  June  we  will  be  having  the  small 
business  conference  at  the  White  House.  There  is  one  in  Missouri, 
as  one  of  the  50  state  conferences,  occurring  on  Tuesday.  At  every 
one  of  these  conferences  that  I  attend,  and  a  number  of  you  have 
been  getting  these  reports  as  well,  access  to  capital  is  at  the  very 
top  of  the  considerations,  the  concerns,  the  complaints  of  small 
businesspersons. 

But  money  alone  is  not  enough.  Education  and  training  are  es- 
sential. Advocacy  on  behalf  of  all  small  businesses  and  contract  op- 
portunities is  essential.  And  then  the  fourth  file  folder,  that  is  the 
SBA  nobody  knows.  Let  me  get  back  to  that  at  the  end,  if  I  can. 

If  we  look  first  at  access  to  capital,  in  the  aggregate  there  are 
many  different  financing  programs  and  it  is  quite  confusing.  But  in 
the  aggregate,  if  we  compare  1992  to  the  current  fiscal  year  we  see 
that  the  financing,  the  private  capital  made  available  to  small  busi- 
nesses through  the  SBA  programs,  has  grown  from  $7.5  billion  in 
1992  to  $11.5  billion  in  1995. 

The  number  of  individual  financings,  the  businesses  impacted, 
has  doubled  from  32,000  in  1992  to  67,000  this  year.  Yet  the  aver- 
age loan,  for  example,  in  the  7(a)  portfolio  has  gone  from  about 
$250,000  down  to  $139,000,  which  is  the  direction  we  believe  it 
should  be  going,  helping  the  smallest  of  the  small  businesses,  those 
that  have  the  greatest  difTiculty  accessing  capital. 

But  as  a  taxpayer,  what  I  am  concerned  about  is  what  is  the  bot- 
tom line  to  taxpayers?  That  is  the  red  on  the  chart.  The  cost  of  gen- 
erating $7.5  billion  of  private  capital  in  1992  was  $328  million  of 
taxpayer  dollars.  That  has  gone  down  to  $284  million  in  the  cur- 
rent fiscal  year  even  while  the  number  of  financings  has  doubled. 
This  is  what  I  call  a  more  efficient  operation  of  the  program  thanks 
to  reforms  instituted  by  Congress  and  our  own  internal  work. 

The  cornerstone  of  this  financing  work  is  the  7(a)  loan  program, 
and  that  may  be  summarized  as  follows:  It  is,  to  a  preponderant 
degree,  private  sector  lenders  providing  private  capital.  But  they  do 
so  because  you  authorize  and  appropriate  a  so-called  subsidy, 
which  I  like  to  think  of  as  kind  of  a  savings  account  for  future 
losses.  Under  current  appropriation,  for  every  $2.74  appropriated 
by  the  Congress,  $100  of  private  capital  is  attracted  to  the  pro- 
gram. Through  reforms  proposed  in  our  1996  budget  request,  that 
number  is  even  reduced  further. 

The  private  lenders  then  make  those  funds  available.  There  are 
various  fees  involved  to  get  the  subsidy  rate  down.  Businesses  are 
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started  and  grow.  The  funds  are  paid  back  to  the  private  lender, 
and  there  are  some  losses.  Those  losses  are  covered  by  the  subsidy 
rate  in  the  7(a)  program.  If  you  look  at  the  number  of  loans  made, 
20,000  in  1991  to  56,000 — three  times  as  many — in  1995,  you  see 
in  the  7(a)  program  the  very  dramatic  growth  of  this  loan  program 
helping  small  businesses. 

But  this  is  the  chart  that  pleases  me  the  most.  If  we  look  back 
to  1982  when  the  total  amount  of  private  capital  attracted  in  the 
7(a)  program  was  less  than  $2  billion,  it  has  grown  from  1982  to 
today  by  fourfold,  to  about  $8  billion.  But  while  the  private  capital 
has  increased  fourfold  under  this  program,  the  number  of  SBA  em- 
ployees has  gone  from  4,800  to  3,600.  A  fourfold  increase  in  the  pri- 
vate capital  available  to  small  businesses  with  a  25-percent  reduc- 
tion in  SBA  employees.  I  wish  more  Federal  agencies  had  a  similar 
record  to  show. 

What  concerns  me  as  a  businessman,  what  is  the  health  of  this 
portfolio?  As  I  pointed  out,  approximately  90  percent  of  the  7(a) 
portfolio  is  current,  that  is,  payments  are  made  within  30  days  of 
the  due  date,  and  the  total  losses  are  only  1.3  percent.  That  is  why 
I  was  alarmed  when  I  read  a  prominent  editorial  commentator  in 
a  Washington  newspaper  a  few  weeks  ago  saying  that  we  had  one 
of  the  highest  loss  rates  of  all  the  Washington  Government  pro- 
grams. He  may  have  been  thinking  of  1982  when  the  currency  rate 
was  72  percent.  But  he  was  talking  about  your  father's  SBA,  not 
today's  SBA  where  we  are  up  at  about  90  percent  currency  rate. 

The  second  of  the  three  programs  that  I  want  to  identify  today 
as  essential  in  my  mind  to  a  reinvented  SBA  is  the  504  program. 
And  the  reason  for  different  programs.  The  7(a)  program  helps  the 
new  business,  the  growing  business.  But  then,  for  example,  in  Mis- 
souri, Jefferson  Manufacturing  Company,  a  tool  die  business,  or 
Acme  Business  Corp.  in  any  of  your  states,  if  they  seek  to  expand 
their  business,  to  add  on  to  plant,  have  more  capital  expenditures 
for  new  equipment.  It  is  virtually  impossible  in  the  private  market 
for  them  to  get  fixed-rate,  long-term  loans  that  do  not  impact  their 
own  cash  flow  in  a  negative  way. 

So  through  the  504  program,  certified  development  companies 
here  in  the  local  communities  issue  debentures  which  are  guaran- 
teed by  the  pillar  of  SBA,  the  Federal  Government,  attracting  pri- 
vate capital.  So  the  expansion  of  that  Jefferson  Manufacturing 
Company,  or  of  Acme,  is  provided  40  percent  through  the  private 
capital  through  the  SBA-guaranteed  debenture,  50  percent  by  the 
private  lender,  and  10  percent  in  investment  by  the  businessperson 
himself  or  herself. 

This  is  an  astonishingly  effective  program  because  the  subsidy 
rate  is  0.57  percent.  What  that  means  is  that  for  every  $100  that 
goes  into  this  expansion,  the  cost  to  taxpayers  is  57  cents.  Half  of 
one  dollar  for  every  $100;  a  very  efficient  program. 

If  you  look  at  the  growth  of  this  504  program,  this  is  the  total 
amount  made  available  in  1991  to  1994.  This  is  all  private  capital. 
The  blue,  however,  is  the  amount  of  pnvate  capital  guaranteed  by 
SBA  through  that  subsidy  rate.  So  you  see  in  1991,  $1.2  billion  was 
made  available  by  the  private  sector.  It  has  been  tripled  in  1994 
to  $3.5  billion.  Which  is  the  total  amoup^  that  is  made  available 
for  the  type  of  company  that  needs  this  expansion. 


The  third  and  final  of  the  finance  programs  that  I  wanted  to 
summarize  for  you  today  is  the  SBIC  program,  where  perhaps 
there  is  the  most  dramatic  difference,  thanks  to  changes  you  insti- 
tuted and  we  have.  This  can  be  summarized  as  follows.  A  venture 
capitalist  today  decides  he  or  she  wants  to  start  a  small  business 
investment  company.  That  person  has  to  raise  private  capital — and 
in  a  moment  you  will  see  how  much  more  we  are  requiring  today 
for  better  capitalization. 

Another  very  important  point,  Senator  Bumpers  knows  very  well, 
we  now  require  that  30  percent  of  the  capital  put  into  the  SBIC 
come  from  an  unrelated  entity;  unrelated  to  the  venture  capitalist. 
So  you  have  a  private  sector  investor  looking  over  the  shoulder  of 
the  venture  capitalist,  looking  after  his  or  her  money  especially. 

Then  that  SBIC  can  issue  a  debenture,  or  thanks  to  your  work, 
a  participating  security  that  I  will  explain  in  a  moment,  guaran- 
teed by  the  pillar  of  SBA,  attracting  private  capital.  Those  funds 
are  invested  as  equity  or  as  subordinated  debt  in  the  entre- 
preneur's business  for  the  start-up;  or  more  likely,  a  growth  com- 
pany providing  patient  capital  that  can  wait  until  this  company  is 
able  to  repay  the  funds  back  through  the  SBIC  to  the  venture  cap- 
italist's investors  and  to  the  investors  in  the  debenture. 

Now  the  subsidy  on  this  (the  savings  account  for  potential  losses) 
is  11  percent;  meaning  for  every  $100  invested  by  the  SBICs  the 
cost  to  the  taxpayer  is  $11;  ten-to-one  leverage. 

If  any  program  is  characterized  by  your  father's  SBA  as  opposed 
to  today's  SBA,  it  is  this  one.  So  I  have  taken  this  snapshot  of  be- 
fore and  after,  as  recent  as  1992,  comparing  with  1994  of  how  this 
program  actually  operates.  This  is  astounding.  The  financing  of 
small  companies  in  1992  was  about  $400  million.  Two  years  later 
it  doubled  through  this  program,  to  $950  million.  The  new  capital, 
private  capital  brought  to  licensees  in  1992  was  $24  million.  In 
1994,  a  20-fold  increase,  $500  million  of  private  capital  was  made 
available  through  the  SBIC  program. 

Per  licensee,  the  new  licensees  in  1992  had  an  average  of  about 
$2.5  million  in  their  capitalization.  Last  year  it  grew  six  times,  $15 
million,  attracting  far  more  sophisticated  and  experienced  investors 
managing  the  SBICs  and  greater  capitalization  allowing  more  di- 
versification of  their  investments. 

The  cost  to  the  taxpayer  in  1992  was  $12  million;  $44  million  in 
1994.  But  if  you  look  at  the  relative  increase  in  the  amount  of  pri- 
vate sector  capital  made  available  you  see  how  it  compares  very  fa- 
vorably. And  very  important  in  terms  of  the  operations,  we  had 
only  a  debt  instrument  in  1992,  so  the  SBIC  had  to  be  repaying 
to  the  Government  oftentimes  before  funds  were  being  made  avail- 
able to  it  by  its  portfolio  companies.  Now  through  an  equity  instru- 
ment, or  a  flexible  debt,  we  have  been  able  to  match  the  return  of 
cash  to  the  SBIC  with  its  return  of  cash  from  its  portfolio  compa- 
nies. 

To  come  back  though  to  the  overall  mission  of  the  SBA.  I  pointed 
out  these  three  programs.  But  money  is  not  enough.  Education  and 
training  is  an  essential  component.  I  just  get  angry  when  I  hear 
some  people  when  I  would  say,  in  fact  some  columnists  will  say 
that  very  few  American  businesses  are  touched  by  the  SBA.  Last 
year,  more  than  1  million  businesses  directly  had  training  and  edu- 
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cation  assistance  from  our  various  SBA  programs;  growing  as  you 
can  see  since  1980.  I  think  that  columnist  is  talking  about  his  fa- 
ther's SBA. 

The  education  and  training  programs:  Again,  public-private  part- 
nership; SCORE.  There  are  13,000  retired  American  executives 
who  work  at  383  chapters  at  no  cost  to  the  Government  other  than 
occasional  travel,  providing  assistance  to  small  businesses.  And  a 
public-private  partnership  with  Sprint:  We  have  developed  SBA 
Online,  which  is  one  of  the  most  used  of  the  Government  services 
on  the  worldwide  net  and  on  Internet,  for  small  businesses  to  get 
assistance  and  information  about  SBA  programs. 

The  small  business  development  centers,  today  at  900  locations, 
are  a  public-private  partnership.  Every  State  must  match  dollar  for 
dollar  every  Federal  dollar  that  goes  into  these  900  SBDCs. 

We  have  women  and  minority  business  programs. 

In  a  partnership  with  the  Department  of  Commerce  and  with  the 
Export-Import  Bank,  we  have  open  today  four  USEACs,  export  as- 
sistance centers.  Why  is  this  important?  A  very  little  known  fact, 
63  percent  of  the  U.S.  export  dollars,  export  sales  comes  from  small 
businesses.  We  believe  the  SBA  needs  to  extend  these  services 
more  to  small  businesses  involved  in  exporting. 

The  business  information  centers:  By  the  end  of  the  year  we  will 
have  40  of  these  operating  as  public-private  partnerships.  Thus  far 
we  opened  one,  for  example,  in  Baltimore  a  few  weeks  ago  with 
NationsBank  and  with  Bell  Atlantic,  where  private  sector  partners 
are  providing  the  buildings  in  urban  or  rural  areas  and  we  are  put- 
ting in  the  various  finance,  education,  training,  and  other  services 
in  a  storefront  operation  so  that  small  businesses  get  that  assist- 
ance. 

In  publications,  we  made  a  change,  thanks  to  your  permission 
this  past  year.  Instead  of  giving  away  all  of  our  brochures,  we  are 
selling  our  brochures  now  so  that  we  can  determine  that  there  is 
really  a  market  for  these  publications  to  small  businesses.  If  they 
are  not  bought,  we  will  not  keep  publishing  them. 

The  third  of  these  files  that  constitutes  SBA's  mission  today  as 
I  see  it  and  the  direction  in  which  we  are  going  is  advocacy.  But 
that  is  not  just  cheerleading.  Because  we  are  working  very  hard 
ever}'  day  looking  at  the  Federal  Register,  working  in  an  unprece- 
dented fashion  with  OIRA,  dealing  with  regulations  and  how  stul- 
tifying they  can  be.  In  this  sense,  our  advocacy  impacts  20  million 
small  businesses  as  we  are  working  on  the  paperwork  burdens,  the 
inflexibility  of  some  of  our  colleagues  in  other  agencies,  tax  and 
other  general  policies  and  enforcement. 

Another  way  we  are  involved  in  advocacy  is  through  Government 
contracting.  These  are  startling  numbers,  if  you  would  follow  me. 
The  yellow  bars  from  1991  to  1994  are  the  total  Government  con- 
tracts in  billions  of  dollars.  You  can  see  that  there  has  been  some 
decrease  in  Government  contracting  overall.  The  second  bar,  the  or- 
ange is  the  small  business  awards  gained  through  the  SBA's  work 
in  securing  business  for  small  businesses.  Now  although  that  is  a 
relative  constant  over  this  five-year  period,  since  the  overall  Gov- 
ernment contracting  is  going  down  I  am  pleased  to  say  it  shows 
that  there  is  a  proportionate  increase  in  the  small  business  share 
of  Government  contracting. 
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But  this  is  startling.  The  next  is  disadvantaged  and  minority 
businesses'  share  of  Federal  contracts,  and  the  red  is  women  busi- 
nesses' share  of  Government  contracts.  You  see  we  continue  to 
have  a  very  long  way  to  go  developing  minority-  and  women-owned 
businesses. 

That  is  why  through  education  and  training  and  contract  oppor- 
tunities our  minority  enterprise  development  activities  today  are 
impacting  5,300  qualified  8(a)  firms  which  last  year  earned  $4  bil- 
lion in  contracts,  about  6,000  actual  contracts.  What  is  oftentimes 
not  reported,  these  businesses  employ  135,000  persons,  a  signifi- 
cant number  of  whom  are  minorities. 

Finally,  the  SBA  nobody  knows.  Each  one  of  your  States  have 
been  impacted  by  this:  our  disaster  assistance  program.  Our  port- 
folio, more  than  $5  billion,  250,000  loans.  The  way  this  operates  is 
after  the  natural  disaster,  the  President  declares  the  national  dis- 
aster, you  appropriate  funds,  as  you  are  aware,  and  SBA  provides 
what  has  been  4-percent  loans.  Not  only  to  businesses,  and  I  would 
suspect  a  very  large  percentage  of  people  on  the  Hill  do  not  realize 
this,  but  also  to  homeowners  and  for  personal  property  losses;  to 
continue  operations,  to  replace  appliances  and  lost  items,  to  recon- 
struct homes.  Then  those  long-term  loans  are  repaid  to  SBA. 

But  I  must  point  this  out.  The  subsidy  rate  of  this  is  the  highest 
of  our  programs.  For  every  $100  that  is  provided  to  help  disaster 
victims,  the  cost  to  taxpayers  has  been  $32.  That  is  why  in  our  fis- 
cal year  1996  budget  as  part  of  our  reinvention  center,  we  have 
proposed  moving  from  a  4-percent  program  to  the  Treasury  cost  of 
money  plus  2  percent.  0MB  projects  that  that  would  reduce  the 
subsidy  rate  from  32  percent  to  8.5  percent  as  part  of  an  overall 
reform  of  how  Government  deals  with  disasters. 

But  if  you  look  at  how  SBA  has  impacted  every  one  of  the  States 
in  the  last  five  years,  just  look  at  these  major  disasters.  The  San 
Francisco  earthquake,  15,000  loans,  $600  million.  In  one  year,  as 
a  result  of  the  Los  Angeles  earthquake,  SBA  became  the  largest 
mortgage  lender  in  Southern  California,  120,000  loans  approved  in 
one  year,  $3.8  billion.  The  Midwest  floods,  $600  million;  the  Geor- 
gia floods,  $200  million.  Hurricane  Andrew  in  Florida,  25,000 
loans,  25,000  families,  $650  million;  and  my  home  State  of  South 
Carolina,  Hurricane  Hugo,  26,000  loans,  almost  $500  million.  The 
SBA  that  virtually  nobody  knows. 

You  can  understand  why  I  refer  then  to  the  impact  of  an  SBA 
that  is  a  public-private  partnership.  The  taxes  paid  by  Federal  Ex- 
press, Intel  and  Apple,  those  three  companies  alone,  which  got  crit- 
ical help  from  SBA  when  they  had  about  200  employees,  their 
taxes  alone  were  bigger  than  our  whole  $750  million  budget. 

Some  other  well-known  companies,  Outback  Steakhouse, 
Calloway  Golf,  Winnebago,  Humana  and  others,  demonstrate  the 
impact  of  this  public-private  partnership. 

I  would  just  conclude,  if  I  might,  Senator,  that  is  the  reason,  see- 
ing the  efficient  operation  of  the  reinvented  SBA,  that  virtually  all 
the  industrialized  nations  of  the  world  have  developed  the  equiva- 
lent of  an  SBA.  I  close  with  this  final  interesting  observation.  The 
SBA  is  required  to  print  each  year  a  report  to  the  President  on  the 
state  of  small  business.  In  each  year  that  is  also  reprinted  in  Japa- 
nese by  the  Japanese  government  who  are  copying  our  SBA  format. 
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The  irony  is  the  Japanese  printed  more  copies  of  the  report  on 
small  business  in  Japanese  than  we  printed  in  the  U.S. 

Sometimes,  even  while  other  nations  are  recognizing  the  extraor- 
dinary public-private  partnership  we  have,  some  of  our  colleagues 
at  home  perhaps  have  not  realized  that  it  is  not  your  grandfather 
or  father's  SBA.  Thank  you,  Mr.  Chairman. 

[The  prepared  statement  and  attachments  of  Mr.  Lader  follow:] 
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Good  morning  Chairman  Bond  and  Members  of  the  Committee.  I 
want  to  thank  you  for  inviting  me  to  appear  before  you  this  morning 
to  provide  a  general  overview  of  the  Small  Business 
Administration's  (SBA)  programs  and  to  address  the  future  of  the 
Agency.  I  hope  that  you  will  agree  that  I  have  a  good  story  to 
tell  about  the  goals  and  achievements  of  the  SBA. 

Mr.  Chairman,  having  devoted  20  years  to  practical  business 
and  management  challenges,  I  understand  the  hurdles  facing  small 
businessmen  and  women.  I  look  forward  to  working  closely  with  the 
Members  of  this  Committee  and  this  new  Congress  to  champion  the 
needs  of  the  Nation's  small  businesses  and  oversee  the  SBA's 
programs. 

The  SBA  was  created  in  1953  to  aid  small  businesses  and  to 
help  strengthen  the  overall  economy  of  our  Nation  by  increasing  job 
opportunities,  stimulating  innovations,  and  providing  a  rising 
standard  of  living.  It  was  a  sound  concept  in  1953  and  is  even 
more  compelling  today.  Each  of  the  SBA's  programs  was  developed  in 
response  to  market  imperfections  that  serve  as  barriers  to  small 
businesses  starting  and  expanding.  The  SBA  operates  as  a 
public/private  partnership  that  uses  taxpayer  dollars  to  leverage 
private  resources  in  both  its  lending  programs  and  some  of  its 
business  and  education  training  programs. 

Before  I  discuss  the  details  of  what  we  do  at  the  SBA  and  how 
we  do  it,  I  wanted  to  begin  with  a  brief  overview  of  how  critical 
small  business  is  to  the  U.S.  economy. 

I  think  we  all  know  —  intuitively  —  the  importance  of  small 
business.  Most  people  I  know  got  their  first  job  in  a  small  firm. 
I'm  sure  most  of  you  probably  shop  at  many  local  small  businesses. 
Perhaps  your  families  were  involved  in  small  businesses.  You  know 
how  important  the  small  business  sector  is  to  your  community  and  to 
the  economies  of  the  states  where  you  come  from. 

But  beyond  our  own  personal  experiences  that  tell  us  how 
important  small  business  is,  we  should  look  at  the  available 
empirical  data: 
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The  number  of  small  businesses  is  growing  rapidly  —  its  up  49 
percent  since  1982. 

Small  businesses  employ  54  percent  of  the  American  work  force 
and  are  responsible  for  50  percent  of  the  gross  domestic 
product  (GDP)  (1993  statistics). 

During  1993  small  businesses  accounted  for  71  percent  of  the 
new  job  growth  in  the  U.S. 

Small  businesses  are  our  country's  leading  source  of 
innovations.  Studies  show  they  innovate  at  twice  the  rate  of 
large  firms. 

And,  if  you  believe  the  statistics  that  tie  U.S.  economic 

growth  to  our  export  performance  then  you  have  to  conclude 

that  small  businesses  are  the  key  to  a  successful  national 
export  strategy. 

With  the  downsizing  of  large  corporations,  the  defense 
industry  being  a  good  example,  our  economic  health  will 
increasingly  become  tied  to  the  health  of  small  business. 

Given  that  it  is  so  clearly  in  our  national  interest  to  foster 
a  strong  small  business  sector,  let's  turn  to  the  question:  What 
does  it  take  for  today's  small  businesses  to  start,  grow,  and 
compete  in  the  world  economy? 

Survey  after  survey,  studies,  town  meetings,  the  White  House 
Conference  on  Small  Business  Meetings,  all  point  to  small 
businesses  needing  several  things  that  are  not  provided  adequately 
in  the  private  market: 

Small  Businesses  need: 

•  Access  to  types  and  amounts  of  capital  that  make  it 
possible  to  start  and  expand; 

•  Quality  business  education  and  training; 

•  An  advocate  dedicated  to  lessening  the  regulatory  and 
paperwork  burdens,  which  so  negatively  impact  small  firms 
and  an  advocate  who  opens  doors  to  federal  contract 
opportunities ; 

•  Capital  to  rebuild  after  disasters. 

All  of  these  are  the  things  small  businesses  need  and  they  are 
exactly  what  the  SEA  delivers. 

The  SBA  provides  guarantees  for  loans  that  private  lenders 
would  not  make  on  their  own  under  the  same  terms  and  conditions  — 
loans  for  business  start-up,  loans  with  longer  maturities,  loans 
for  small  exporters,  line-of-credit  financing,  loans  of  less  than 
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$100,000,  and  loans  to  women-  and  minority-owned  firms.  To  put 
this  in  context,  new  data  from  the  Bureau  of  the  Census  reported 
that  the  Nation's  smallest  businesses  —  with  0-4  employees  — 
created  virtually  all  the  new  jobs  between  1989  and  1991.  These 
businesses  created  2.6  million  net  new  jobs  during  this  period. 

In  January  1995  the  GAO  reported  that:  "SBA  7(a)  loans  are 
more  likely  to  go  to  new  or  start-up  businesses  than  are  commercial 
bank  loans  .  .  .  SBA  loans  tend  to  have  longer  terms  with  lower 
monthly  payments  than  commercial  bank  loans  .  .  .  SBA  loans  have 
gone  to  the  smallest  businesses  .  .  .  (and)  SBA  loans  are  the 
primary  means  by  which  banks  access  the  secondary  market  in  small 
business  loans  .  .  .  (which)  is  a  key  part  of  small  banks'  strategy 
for  preserving  scarce  capital  and  making  more  loans." 

Over  the  past  two  years,  within  its  limited  resources,  the  SBA 
developed,  piloted  and/or  fully  implemented  a  number  of  new 
programs  designed  to  meet  the  special  needs  of  small  businesses. 
Such  programs  as  the  Low  Documentation  Loan  Program  (LowDoc) ,  the 
State  Treasurers  "Main  Street  Investment  Program",  the  Small  Loan 
Express  Program,  the  Women's  Pre-Qualif ication  Pilot,  the  Minority 
Pre-Qualif ication  Pilot,  the  Export  Working  Capital  Loan  Program 
and  the  GreenLine  Program  were  developed  after  meetings  and 
workshops  with  our  customers  —  representatives  from  the  small 
business  community. 

While  reducing  its  staff  size  (25%  percent  reduction  from 
1980-1994)  ,  the  SBA  has  seen  its  responsibility  and  activities  grow 
to  the  point  where  it  has  had  a  considerable  impact  on  the  small 
business  community.   This  impact  takes  many  forms: 

•  The  SBA's  loan  portfolio  now  exceeds  $26  billion  (excluding 
disaster  assistance) ,  and  the  Small  Business  Investment 
Companies  in  the  SBA's  SBIC  program  have  an  investment 
portfolio  of  approximately  $12  billion  of  which  $1  billion  was 
invested  during  FY  1994 . 

•  The  SBA  provides  much-needed  business  education  and  training 
to  small  business  owners.  In  FY  1994  the  Agency  provided 
counselling  and  training  to  more  than  800,000  of  its  small 
business  clients  through  resource  partners  such  as  Small 
Business  Development  Centers  and  the  Service  Corps  of  Retired 
Executives.  This  type  of  training  is  critical  to  the  success 
of  entrepreneurs  who  cannot  afford  the  costs  of  private 
consultants.  These  programs,  in  addition  to  SBA's  Business 
Information  Centers,  training  seminars  and  publications,  often 
make  the  difference  between  success  and  failure  for  small 
businesses . 

•  During  the  program's  41  years,  the  SBA  has  approved  more 
than  1.25  million  disaster  loans  worth  $22  billion  to  victims 
of  physical  disasters. 
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•  since  1985,  the  SBA  has  saved  the  federal  government  $2.0 
billion  by  promoting  contract  awards  to  smaller  firms  through 
the  Breakout  Procurement  program. 

WHAT  OUR  FOREIGN  COMPETITORS  ARE  DOING  FOR  SMALL  BUSINESS 

Mr.  Chairman,  I  also  think  that  it  is  instructive  to  consider 
what  our  foreign  competitors  are  doing  for  their  small  businesses. 

Virtually  all  of  the  industrialized  (G-7,  Organization  for 
Economic  Cooperation  and  Development  and  Asia  Pacific  Economic 
Cooperation)  nations  have  an  agency  or  ministry  equivalent  to  the 
SBA  that  addresses  the  needs  of  their  small  business  communities. 
In  fact,  many  of  those  nations  have  used  the  SBA  as  a  model  to  set 
up  research,  loan,  procurement  and  educational  programs  very 
similar  to  ours. 

These  countries  look  at  the  remarkable  U.S.  job  creation 
record  over  the  last  decade  and  they  grasp  the  significance  of 
small  business  growth  and  the  stability  of  their  economies.  They 
know  small  businesses  created  those  jobs  and  that  the  SBA  is  the 
principal  U.S.  government  agency  that  assists  small  businesses  and 
tracks  their  progress.  A  week  doesn't  go  by  that  the  SBA  doesn't 
host  several  international  government  visitors — some  from  the  newly 
emerging  market  economies  in  Eastern  Europe — who  are  looking  for 
the  "small  business  formula"  for  their  own  economies. 

Our  more  active  trading  partners  and  competitors  also 
understand  the  value  of  knowing  what  makes  a  small  business  tick. 
In  1992,  the  Japanese  Government  created  the  Small  Business 
Research  Institute  to  serve  as  a  "think  tank"  to  learn  how  to 
encourage  and  assist  the  formation  of  their  own  small  businesses. 
An  affiliate  organization,  the  Japan  Small  Business  Corporation, 
trains  small  business  managers  and  employees  at  small  and  medium- 
sized  enterprise  (SME)  colleges.  In  FY  1993,  11,229  business 
people  were  trained  at  the  eight,  government-sponsored  colleges  on 
a  budget  of  $316  million  dollars,  which  included  funds  for  the 
construction  of  a  ninth  SME  college  that  opened  in  1994. 

The  Japanese  are  keenly  interested  in  what  U.S.  small 
businesses  are  doing.  For  the  past  10  years.  The  State  of  Small 
Business:  A  Report  of  the  President,  prepared  annually  by  the  SBA, 
has  been  translated  into  Japanese  and  reprinted  by  the  Japanese 
Government — sometimes  in  a  larger  print-run  than  the  original  U.S. 
version. 

MAKING  THE  CASE  FOR  TODAY'S  SMALL  BUSINESS 

When  I  first  arrived  at  the  SBA,  I  tried  to  make  sense  of  the 
myriad  of  programs  I  found  there.  To  understand  the  role  the  SBA 
plays  for  its  small  business  customers,  I  realized  that  it  is 
easiest  to  think  about  the  agency  in  terms  of  the  four  primary 
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functions  it  provides  to  the  Nation's  entrepreneurs.  These 
functions  include:  access  to  capital;  business  education  and 
training;  advocacy;  and,  what  I  refer  to  as  the  SBA  that  nobody 
knows  —  disaster  assistance. 

I  would  like  to  outline  these  functions  quickly,  and  I  will  be 
happy  to  answer  specific  questions  about  the  SBA's  programs. 

Access  to  Credit: 

The  SBA  is,  first  and  foremost,  a  public/private  partnership 
that  leverages  billions  of  dollars  from  private  and  non-profit 
lending  institution  dollars  with  a  relatively  small  amount  of 
taxpayer  funds. 

Examples  of  this  great  leverage  include: 

•  The  reforms  proposed  to  the  7(a)  in  the  President's  FY 
1996  budget  would  allow  every  taxpayer  dollar  to  leverage 
$50  in  private  loan  funds. 

•  Each  taxpayer  dollar  in  the  504  Development  Company 
program  provides  $200  dollars  in  private  financing. 

In  FY  1994  the  Agency  leveraged  just  $232  million  of  tax 
dollars  into  $10.6  billion  worth  of  business  loans. 

•  Every  taxpayer  dollar  spent  on  the  small  business 
training  offered  by  the  Agency's  SBDCs  is  matched  by  the 
states. 

The  SBA  works  in  partnership  with  approximately  7,000 
private  lenders  across  the  U.S. 

Access  to  capital  is  clearly  a  major  concern  of  small 
businesses.  As  you  know,  the  Congress  created  a  White  House 
Conference  on  Small  Business  to  give  America's  small  business 
community  an  opportunity  to  make  its  views  known  to  the 
Administration  and  the  Congress.  Leading  up  to  the  June  White 
House  Conference  on  Small  Business,  65  state  and  regional 
conferences  have  been  or  are  being  organized.  At  every  one  I  have 
attended,  and  all  others,  I  am  told,  access  to  capital  was  clearly 
one  of  the  top  three  issues  of  concern  to  conference  delegates. 
The  SBA's  financing  programs  help  to  address  this  concern. 

The  SBA's  financing  programs,  which  broadly  include  the  7(a) 
General  Business  Loan  Program,  the  504  Development  Company  Program, 
the  Small  Business  Investment  Company  Program,  the  Specialized 
Small  Business  Investment  Company  Program,  the  Microloan  program, 
and  the  Surety  Bond  program  together  provided  $10.6  billion  of 
financial  assistance  in  FY  1994.  The  cost  to  the  taxpayer  of  these 
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programs  was  only  $232  million.  We  are  requesting  a  budget  to 
support  $13.3  billion  of  financing  in  FY  1996  at  the  cost  of  only 
$270  million. 

Business  Education  and  Training: 

Small  business  owners  or  aspiring  business  owners  look  to  the 
Federal  government  not  only  for  capital,  but  information, 
education,  and  training.  Often,  this  training  and  education  may  be 
the  missing  link  to  access  to  capital.  Private  sector  companies 
offer  some  of  the  services  provided  by  the  SBA,  but  many  start  up 
businesses  cannot  pay  the  fees  charged  by  such  companies.  Further, 
small  business  owners  find  themselves  looking  for  general 
information  and  advice  that  may  extend  over  several  professional 
discipline  areas.  The  SBA  has  a  full  range  of  education  and 
training  programs.  The  Agency  provides:  electronic  information 
that  can  be  accessed  through  SBA  OnLine;  basic  business  training  as 
well  as  state-of-the-art  specialized  training;  and  individually 
tailored  planning,  mentoring,  and  networking  programs. 

The  Small  Business  Development  Center  (SBDC)  Program  meets  the 
counseling  and  training  needs  of  more  than  500,000  clients  annually 
through  a  network  of  more  than  900  SBDCs  throughout  the  country. 
Business  development  assistance  offered  throughout  the  SBDC  network 
is  tailored  to  the  local  community  and  the  needs  of  individual 
small  business  customers. 

The  Service  Corps  of  Retired  Executives  (SCORE) ,  through  one- 
on-one  counseling  and  workshops,  reaches  approximately  350,000 
businesses  owners  annually,  providing  more  than  one  million  hours 
of  counseling  and  training  throughout  the  United  States. 

Among  the  most  innovative  methods  of  providing  a  one  stop 
approach  to  information,  education  and  training  to  small  business 
owners  is  the  Business  Information  Center  (BIC)  program.  BICs 
combine  the  latest  computer  technology,  hardware  and  software,  an 
extensive  small  business  reference  library  of  hard  copy  books  and 
publications  to  help  entrepreneurs  plan  or  expand  their  business. 

The  SBA  also  is  in  charge  of  coordinating  the  Federal 
government's  outreach  efforts  to  inform  the  small  business 
community  about  Electronic  Commerce,  which  is  the  method  by  which 
all  small  business  vendors  will  be  required  to  do  business  with  the 
federal  government. 

Advocacy: 

The  SBA  exists  primarily  because  small  businesses  don't  have 
the  clout  that  big  businesses  do.  The  SBA  is  charged  with 
advocating  for  small  business  customers  who  have  been  shut  out  of 
markets  that  traditionally  have  been  dominated  by  big  business. 
The  Agency's  Government  Contracting  division  ensures  that  small 
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businesses  have  access  to  Federal  procurement  opportunities.  The 
Small  Business  Innovative  Research  and  Small  Business  Technology 
Transfer  programs  provide  small  technology  companies  access  to 
federal  research  and  development  funds.  The  Minority  Enterprise 
Development,  or  8(a)  program,  opens  doors  to  government  contracts 
for  minority  firms. 

But  the  advocacy  role  doesn't  stop  there. 

The  Federal  government  affects  small  businesses  through  nearly 
all  of  its  agencies  and  departments;  programs  which  help  or  hinder 
small  business  health  and  success  are  not  limited  to  the  Small 
Business  Administration. 

I  believe  that  successful  advocacy  of  small  business  interests 
in  every  government  activity  is  a  crucial  measure  of  an  effective 
SBA. 

Congress  shares  this  belief  and  proved  it  through  the  creation 
of  a  separate  Office  of  Advocacy,  headed  by  a  Chief  Counsel  who  is 
a  Presidential  appointee  confirmed  by  the  Senate. 

The  Office  of  Advocacy,  among  other  things,  is  charged  with 
these  tasks: 

developing  and  maintaining  a  small  business  data  base; 

monitoring  agency  implementation  of  the  Regulatory 
Flexibility  Act,  5  U.S.C.  601-612  (a  procedural  statute 
that  requires  agencies  to  analyze  the  impacts  of  their 
regulations  on  small  business  and,  whenever  possible, 
reduce  those  burdens) ; 

preparing  and  publishing  the  President's  annual  Report  to 
the  Congress  on  the  State  of  Small  Business;  and 

•     preparing  materials  for  the  White  House  Conference  on 
Small  Business. 

True  advocacy  is  not  limited  to  the  Office  of  Advocacy  but  is 
pervasive  in  all  of  the  SBA's  activities.  Advocacy  of  the  small 
business  cause  has  led  to  many  of  the  accomplishments  we  reached 
this  past  year  —  Export  Assistance  Centers  and  One  Stop  Capital 
Shops  for  example. 

But  advocacy  must  go  beyond  looking  at  leveraging  SBA's 
programs;  we  are  spearheading  this  Administration's  efforts  to 
reduce  the  regulatory  burdens  on  small  business.  We  recognize  that 
the  economy  has  begun  to  rely  on  both  small  business'  job  creation 
activities  and  its  abilities  to  fill  gaps  in  the  marketplace.  The 
SBA  recognizes  the  importance  of  lowering  barriers  of  entry  into 
new  fields  for  small  business  and  removing  unnecessary  regulatory 


20 


impediments  to  growth.  A  change  in  one  environmental  regulation 
can  have  an  enormous  impact  on  small  firms  throughout  the  United 
States. 

As  you  know,  President  Clinton  issued  Executive  Order  No. 
12866  on  September  30,  1993,  calling  upon  federal  agencies  to 
streamline  the  regulatory  process,  reduce  the  burdensome  impact  of 
their  regulatory  actions,  and  engage  in  better  long-range  planning. 
In  response,  the  SBA  and  the  Office  of  Information  and  Regulatory 
Affairs  (OIRA)  initiated  a  coordinated  inter-agency  effort  to 
identify,  recommend,  and  implement  regulatory  reforms.  Over  a 
period  of  five  months,  more  than  150  small  businesses  owners  and 
representatives  worked  with  80  agency  personnel  to  consider  the 
cumulative  impact  of  five  designated  agencies'  regulations  on  small 
business  and  to  suggest  recommendations  for  further  action.  The 
findings  of  the  inter-agency  working  groups  were  published  last 
July,  and  we  are  now  working  with  the  other  participating  agencies 
to  implement  those  recommendations. 

Disaster  Assistance: 

The  SBA  plays  a  major  role  in  the  wake  of  hurricanes,  floods, 
earthquakes,  wildfires,  tornados  and  other  physical  disasters.  In 
the  aftermath  of  the  Northridge  earthquake  and  other  disasters,  the 
SBA  approved  more  than  125,000  loans  for  more  than  $3.8  billion  in 
FY  1994.  In  the  aftermath  of  the  Midwest  floods.  Hurricanes  Andrew 
and  Iniki,  the  Los  Angeles  civil  disturbances  and  other  recent 
disasters,  SBA  approved  58,644  disaster  loans  for  $1.67  billion 
during  FY  1993,  and  another  23,417  disaster  loans  for  $794.6 
million  in  FY  1992.  Since  the  inception  of  the  program  in  1953, 
the  SBA  has  approved  more  than  1,277,000  disaster  loans  for  more 
than  $22.5  billion. 

The  SEA'S  disaster  loans  are  the  primary  form  of  Federal 
assistance  for  nonfarm,  private  sector  disaster  losses.  For  this 
reason,  the  disaster  loan  program  is  the  only  form  of  SBA 
assistance  not  limited  to  small  businesses.  Disaster  loans  from 
the  SBA  help  homeowners,  renters,  businesses  of  all  sizes  and  non- 
profit organizations  fund  rebuilding.  The  SBA's  disaster  loans  are 
often  the  lifeline  in  disaster  ravaged  communities,  helping  to  spur 
employment  and  stabilize  the  tax  base. 

By  providing  disaster  assistance  in  the  form  of  loans  which 
are  repaid  to  the  U.S.  Treasury,  the  SBA  disaster  loan  program 
helps  reduce  Federal  disaster  costs  compared  to  other  forms  of 
assistance,  such  as  grants.  When  disaster  victims  need  to  borrow 
to  repair  damages  not  covered  by  insurance  the  SBA  tailors  the 
repayment  of  each  disaster  loan  to  each  borrower's  financial 
capability.  Moreover,  providing  disaster  assistance  in  the  form  of 
loans  rather  than  grants  avoids  creating  an  incentive  for  property 
owners  to  underinsure  against  risk.  In  addition,  our  proposed 
interest  rate  reform  for  this  program  would  further  eliminate 
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unnecessary  subsidies.  Disaster  loans  require  borrowers  to 
maintain  appropriate  hazard  and  flood  insurance  coverage,  thereby 
reducing  the  need  for  future  disaster  assistance. 

The  law  gives  SBA  several  powerful  tools  to  make  disaster 
loans  affordable:  low  interest  rates,  long  terms  (up  to  30  years), 
and  refinancing  of  prior  debts  (in  some  cases) . 

STREAMLINING  THE  SBA 

Before  I  conclude,  Mr.  Chairman,  I  want  to  mention  how  the  SBA 
has  worked  together  with  Vice  President  Gore  and  the  National 
Performance  Review  to  streamline  its  programs  to  provide  better 
service  to  our  small  business  customers  and  to  continue  to  meet  the 
needs  of  previously  underserved  borrowers.  The  Agency  has 
developed  all  of  the  following  reinvention  initiatives  in  the  last 
two  years: 

Low  Documentation  Loan  Program  (LowDoc)  —  The  LowDoc 
program  reduces  the  paperwork  burden  imposed  on  lenders 
by  allowing  a  one-page  SBA  application  form  for  loans  of 
$100,000  or  less.  We  have  provided  each  of  you  with  a 
copy  of  the  form.  During  the  first  quarter  of  FY9  5  we 
made  7,765  LowDoc  loans,  which  translates  into  $427 
million  into  the  economy.  This  represents  55  percent  of 
the  total  number  of  7(a)  loans  and  19  percent  of  the 
total  dollar  amount  of  7(a)  loans. 

Women's  Pre-Qualif ication  Pilot  Loan  Program  (currently 
being  piloted  at  16  sites)  —  This  program  increases 
access  to  capital  for  women-owned  businesses  by 
prequalifying  their  loan  application  before  the  borrower 
^  approaches  a  lender.  As  of  January  12,  1995,  under  this 
pilot  program,  the  SBA  issued  316  pre-qualif ication 
letters  and  approved  193  loans  for  a  total  of  $20 
million. 

Export  Working  Capital  Program  —  The  SBA  is  now 
operating  its  export  initiatives  in  harmony  with 
Eximbank's  program,  providing  loans  to  small  businesses 
to  support  their  exporting  activities.  We  are  now 
working  on  establishing  aggressive  goals  for  our  field 
offices  for  this  program. 

GreenLine  Program  —  The  GreenLine  Program  provides  a 
variety  of  short-term  loans  and  revolving  lines  of 
credit.  This  type  of  credit  product  is  rarely  available 
to  small  businesses  or  start  ups  through  the  private 
sector. 
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•  Commercial  Loan  Servicing  Centers  —  We  have  developed 
these  centralized  loan  servicing  centers  to  make  SBA's 
loan  servicing  activities  more  efficient  and  cost- 
effective. 

•  Loan  Processing  Center  —  We  have  implemented  centralized 
loan  processing,  which  provides  efficient,  consistent  and 
cost-effective  processing  of  the  Preferred  Lender  Program 
(PLP)  loans. 

•  Main  Street  Investment  Program  —  A  new  pilot  begun  in 
October  in  Pennsylvania,  the  Main  Street  Program,  creates 
a  partnership  between  the  SBA,  State  governments,  and 
private  lenders.  State  tax  dollars  are  invested  in 
community  banks  that  commit  to  using  these  funds  to 
provide  LowDoc  loans  for  small  borrowers. 

•  Small  Loan  Express  Program  --  This  program  will  be 
piloted  with  18  lenders  beginning  in  February.  The 
program  allows  lenders  to  use  their  own  forms  and 
processes  for  loans  up  to  $100,000  in  exchange  for  a 
reduced  50  percent  guaranty  from  the  SBA. 

•  Minority  Pre-Qualif ication  Pilot  Loan  Program  —  This 
program,  which  will  be  piloted  at  up  to  15  sites 
beginning  in  March,  increases  access  to  capital  for 
minority-owned  businesses  by  prequalifying  them  for  a 
loan  guarantee  before  they  approach  a  lender.  The 
program  is  modeled  after  the  Women's  Pre-Qualif ication 
Pilot  Loan  Program. 

•  Streamlining  Agency  —  To  provide  increased  customer 
service  to  the  small  business  community  and  still 
maintain  the  ability  to  do  more  with  less,  the  Agency 
completed  a  two-phased  reassignment  program  in  which  77 
people  moved  from  our  Washington  headquarters  and  150 
people  moved  out  of  our  regional  offices  to  various 
district  offices  where  our  customers  are  located.  These 
voluntary  transfers  stripped  redundant  layers  of 
bureaucracy  from  the  SBA  field  operations.  The 
downsizing  also  includes  staff  reductions  through 
attrition  with  the  attendant  increased  reliance  on 
automation. 

These  streamlined  products  and  processes  reflect  the  SBA's 
determination  to  reach  small  business  customers  in  the  most  cost- 
effective  way. 
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Mr.  Chairman,  I  very  much  believe  that  the  SBA  and  all  of  its 
programs  are  critically  important  to  the  continued  growth  of  small 
business  in  this  country.  I  hope  to  work  very  closely  with  Members 
of  this  Committee  to  design  program  changes  that  will  allow  us  to 
maintain  programs  able  to  meet  the  needs  of  as  many  small 
businesses  as  possible  within  necessary  budget  constraints. 

Thank  you,  Mr.  Chairman.  That  concludes  my  prepared  remarks. 
I  will  be  glad  to  answer  any  questions  you  may  have. 


24 


^ 


(0 

a> 

c 

3 
CD 

"co 

E 

CO 
(0 

(0 

o 

E 

< 

O) 

c 


Si 


o> 

T- 
>- 

u. 


CO 


15 

Bo 
uo 


>- 

to 

a 

X 

m 

CM 

(- 

o 

*- 

> 

(fl 

U. 

o 

to 
c 
CO 
o 


CO 
w 

T3 

Q> 

•o 

_2 
O 

c 

o 

c 

0) 

o 
Q 

(/) 

E 

o 


c 

C 

o 
m 

■D 

c 

(0 

*-< 

c 

E 
■*-• 
</} 

0) 

> 
c 


0) 

o 

c 

CO 

c 
Ll 


0) 

o 

c 

CO 


o 


s. 


w    _ 

<    5 

H    < 


25 


%\? 


s 

o> 

c 

> 

CO 

u. 

E 

o 

t: 

> 

Q. 

u. 

tn 

CO 

<D 

a> 

t: 

>• 

TO 

u. 

3 

cr 

CM 

.•^ 

O) 

tn 

> 

"*" 

u. 

c 
o 

T" 

■D 

O) 

0) 

> 

CO 

CO 

u. 

J3 

o 

CD 

X) 

0) 

>■ 

TO 

u. 

E 

en 
CO 

>- 

CO 

u. 

a> 

CO 

3 

CO 

O) 

> 

"*" 

u. 

05 

t^ 

> 

CO 

u. 

^ 

« 

(O 

00 

> 

u. 

m 

CO 

> 

u. 

^ 

00 

>- 

u. 

CO 

00 

>- 

u. 

CM 

00 

>• 

u. 

^■ 

^ 

CO 

K 

> 

?! 

u. 

1 

o 

^ 

CO 

> 
u. 

0) 

_ro 

(1) 

^ 

>. 

o 

o 

D 

Q. 

E 

26 


■^ 

1 

s 

s 

c        C        I-  ■" 

o 

o 

.2      .2       ®  S 

■M 

^^ 

=    Ji    1  i 

rzs 

•  ■■ 

£ 

E 

S       E      ■§  = 

, 

00 

o 

lO         rr          a>  -S 

o 

0) 

IT) 

isee* 
$1 

yer 
$3 

exibI 
ty  in: 

aries 

CD 
CO 

< 

c 
o 

Licei 

axpa 

erag( 

fl 

equi 

:  subsidi 

CJ> 

(0 

lancini 
lall  Co 

w  Priv 

U 
> 

^             O            ^                     ^ 

"Z       ^      <           1 

CO 

L 

.St;        1^   « 
fc  CO       Z  U 

0- 

Q,         U          oo 

1 

^^ 



.,,     ..,-,..>■-•;:  <t? 

^M 

■ 

4 

^ 

y 

PC 

CD 

c 
.2 

I— 1 

% 

On 

'St 

1 

o 

'i 

o        o        S  c 
■^      iS       £  ° 

6      £      - 

(U  ^    I-                 X) 

■c 

o 
o 

ID  ^ 

ate  Capital 
Mew  License 

;ttoTaxpaye 

A  Leverage 
de 

o> 

CD 

icing  of 
I  Comp; 

> 

o 

■i-J 

1 

DO 

1 

^ 

'04 

>    Y.        o       P° 

.s  e 

zu 

;i:  a    u    ^ 

• 

if 

M^ 

oo 

<p 

27 


c 
o 


£1 
IT) 

m 


CO 

> 

JUL 


c 
o 

1 

u> 


o 

0) 


0) 

"33 

CO 

< 


u. 


3 

o- 

0) 

(A 

I. 
« 

o 


CO 


c 
o 


J3 


PQ 


c 
o 


jQ 
fvl 


o 

•o 

c 
n 

•o 

c 

3 
0) 

■o 

if 

1 

o 

CO 

CJ 

0) 

> 

a> 

u. 

>■ 

c 
o 

u. 

c 
o 

O) 

^z 

c 

E 

■D 

c 

CO 

0) 

oi 

</> 

a>  E 

T- 

« 

E   «> 

1_ 

o 

o 

• 

E  "o 

81 

12 

0) 

>. 

CO 

>• 

a> 
en 

o 

^1 

V>     3 

D. 

u. 

♦- 

Q. 

a>   O) 

o 

> 

a>  m 

(A 

'C 

o 

II  w 

O 

Q. 

m 

«          • 

o 

P 

w 

c 
o 


m 


to 
pi 


CO 


oj      in      1- 


m 


28 


c 
c 
"(5 


o 


o3 


c 

0) 

^ 

o 

to 

< 

PQ 

w 

E 

C/5 

m 

0) 

0 

c 

CD 

LL 

00 
CO 


00 


00 


04 

CO 

(J> 


o 
CO 


V) 

c 
o 


o 
o 

o' 
o 
o 


ooooooooooo 
ooooooooooo 

O^    O,    O,    C3      O,    O,    CD     0„    O     O^    0_ 

o'  o'  o'  o'  o'  o'  o"  o'  o'  o'  o" 
inotnomotnomom 

O5O)C0C0h-r-CDtDiniO^ 


T3 


(A 

< 

E 


(0 

E 

(0 


29 


T" 

N; 

•1- 

Ol 

a> 

d 

CO 

to 

^ 

>- 

u> 

r) 

u! 

« 

Tf 

CM 

lO 

CM 

oi 

CNI 

d 

CO 

r~. 

t 

T- 

M 

co 

e»> 

h- 

00 

D) 

O) 

>- 
U. 

d 

CO 

T- 

00 

C\i 

C 

■  MHt 

o 

T- 

> 

o 

<N 
CO 

CO 

CO 

cvi 

CD 

u. 

4i^ 

c 
o 

o 

> 

tl. 

CO 

to 

in 
iri 

CO 

c\i 

O 

'^ 

^i2 

(A 

■2 

C   o 

CO 

1 

<D   S 

(A 

■D 

E  c 

CA 

01 

cs 

c  o 

c 

< 

»-  o 

u> 

3 

m 

•D 
O) 

in 
in 

>i 

< 

91 

c 
■»» 
3 
CD 

C5i 

in 

■a 

V) 

I/I 

c 

c 

> 

•o 

•D 
0) 

d 

J 

1 

in 

3 

S! 

>l 

m 

o 

c 

g 

E 
en 

CO 

5 

in 


11   O) 


(0 

CO 

5 


wooiooiooino 
coir)<NOh«.ir)CM 

O     CM     T-     1-     1- 


< 

m 

£: 

« 

ra 

<i> 

g 

c 

< 

V) 

•a 

3 
03 

W 
0) 

5 

T3 
0) 

c 

o> 

3 

< 

m 

(A 

c 

CO 

c 
5 
O 

(/) 

0) 

> 

■E 

g 

c 
(fl 

3 

T3 

cn 
en 

m 

b 

c 

*< 

^^ 

0) 

ra 

re 

"ra 

E 

o 

E 

E 

o 
5 

1- 

CO 

0) 

30 


(0    o 
U    O) 

^^ 

X 


CO 
CM 


> 

o 

<S 

c 
"55 

V) 

~"  « 

0    V> 

CO  o 
CO  ra 


T3 

C 

a> 


c/5 


C 

3 
X 

O 

13 

5 
2! 

T3 

C 
< 

,- 

- 

T3 
O 
O 

c 
o 
=  o 


CD 

00 


<  li- 


en 


o 
o 

to 


o 
o 
in 


o 
o 


o 

o 

CO 


o 

o 

CM 


o 
o 


(A     V) 

0)  T3 

00 

5  2 

■a  o 

o" 

i"- 

CM 

in 

•« 

a>  d) 

>, 

O).:^ 

^ 

"^  2. 

CO 

o 

CO 

3 

JC   o- 

o> 

a 

T- 

T^     (0 

o 
en 

< 

« 

re   0) 

m  -^ 

Prii 
qua 

CM 

CD 
CO 

re  ^ 

lo" 

E  "C 

T- 

o  ™ 

_J  UJ 

(A 

C 

n 

o 

•*- 
o 

3> 

E 

3 
C 

31 


32 

Chairman  Bond.  Thank  you  very  much,  Mr.  Lader. 

I  would  ask  that  the  clerk  turn  on  the  lights  so  we  will  keep  the 
questions  under  control.  We  will  try  to  get  in  as  many  rounds  as 
we  can  and  hope  that  other  colleagues  will  join  us.  There  are  many 
things  we  want  to  cover  and  we  will  try  to  get  as  many  in  as  pos- 
sible. I  have  indicated  to  you  that  we  expect  to  have  a  vote  at  11:30 
and  conclude  the  hearing  by  that  time. 

Also,  as  we  discussed  earlier,  in  your  written  testimony  you  indi- 
cated that  there  was  an  inter-agency  working  group  last  summer 
which  put  forth  a  list  of  regulatory  burdens  and  we  have  indicated 
that  we  will  work  together  on  this.  Could  you  give  me  just  a  brief 
summation  of  the  things  that  you  found  and  the  advocacy  efforts 
to  be  the  most  burdensome  on  small  business? 

Mr.  Lader.  Mr.  Chairman,  I  am  going  to,  as  I  comment  in  a  pref- 
atory way,  ask  Doris  Freedman,  who  participated  in  each  of  those 
meetings,  to  come  forward  and  offer  a  comment.  We  will  have  the 
report  of  those  forums  to  you  today. 

Chairman  BOND.  We  look  forward  to  having  that  because,  in  ad- 
dition to  our  first  and  foremost  challenge  of  overseeing  the  work  of 
the  SBA,  working  on  regulatory  burdens  of  small  business  is  going 
to  be  one  of  the  major  focuses  of  this  Committee.  So  the  work  that 
you  have  already  done  is  a  good  foundation  for  us  to  begin  our 
work  in  this  committee. 

Mr.  Lader.  Before  I  call  on  Doris,  Mr.  Chairman,  let  me  say  I 
share  your  particular  zeal  about  regulatory  reform.  We  hear  this 
second  only  to  access  to  capital  as  a  principal  concern  and  com- 
plaint of  small  business  persons.  The  Vice  President  is  working 
very  hard  in  the  second  phase  of  his  reinventing  Government  effort 
on  this.  I  spent  an  hour-and-a-half  with  him  last  week  specifically 
going  over  regulations,  and  as  you  can  expect,  EPA,  OSHA,  the  fa- 
miliar agencies,  are  brought  up  in  each  of  those  contexts. 

But  Doris  Freedman  participated  in  each  of  these  and  I  would 
like  her  to  comment  on  it  if  she  would. 

Ms.  Freedman.  Thank  you  very  much,  Mr.  Lader.  Just  a  quick 
background.  This  came  about  as  a  joint  effort  between  the  SBA  and 
the  Office  of  Information  and  Regulatory  Affairs  at  0MB.  We,  like 
you,  hear  complaints  all  the  time  about  the  burden  of  Government 
regulations  and  we  tried  to  call  agencies  together  to  get  a  more 
comprehensive  look. 

Six  agencies,  other  than  the  SBA  and  OIRA,  participated  and  we 
tried  to  go  to  those  agencies  that  we  thought  were  the  heaviest  reg- 
ulators of  SBA.  The  ones  that  participated  were  the  Department  of 
Transportation,  EPA,  OSHA,  Department  of  Justice,  the  IRS,  of 
course,  and  the  Food  and  Drug  Administration.  Also  asking  to  join 
in  the  process  were  the  ICC  and  the  Food  Inspection  Service.  We 
looked  at  five  industries:  metal  finishers,  environmental  technology 
and  recycling  equipment,  restaurants,  food  processing,  and  truck- 
ing. 

To  summarize  the  findings  very  briefly,  and  I  see  that  we  do 
have  a  complete  copy,  the  things  that  the  small  businesses  were 
most  interested — we  called  together  focus  groups  after  these  hear- 
ings and  we  met  for  a  month-and-a-half  to  find  out  what  the  agen- 
cies were  doing  and  have  them  meet  with  the  small  businesses.  We 
found  out  that  what  small  businesses  wanted  most  was  a  greater 
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sense  of  participation  in  the  regulatory  process  so  that  they  could 
get  their  views  across  at  early  stages  before  the  regulations  came 
out. 

And  second,  most  important  was  to  urge  the  Government  to  come 
through  with  a  more  compliance-oriented  rather  than  "gotcha" 
mentality  under  which  agencies  could  come  in,  look  at  a  plan  if  we 
are  talking  about  OSHA  or  EPA,  and  say  this,  and  this  is  wrong, 
and  give  the  businesses  an  opportunity  to  cure  it,  and  then  come 
back  and  reinspect.  Those  were  the  two  things  that  the  small  busi- 
nesses wanted  most. 

Third,  and  falling  behind  that  a  little  bit,  was  better  access  to 
what  agencies  were  doing.  Agencies  are  now  moving  toward  more 
electronic  means  of  communicating  with  the  small  business  com- 
munity about  proposals  and  regulations  on  the  books. 

Chairman  Bond.  Thank  you  very  much,  and  we  will  look  forward 
at  future  hearings  to  getting  into  those  areas  in  much  detail.  I 
wanted  to  lay  that  out  in  summary  form  for  our  colleagues  here 
today. 

Mr.  Lader,  you  mentioned  some  of  the  political  commentators 
and  others  in  the  private  sector  who  stated  that  SBA  serves  less 
than  1  percent  of  the  small  business  community  and  therefore  is 
an  unnecessary  Government  organization.  Would  you  care  to  ex- 
pand upon  the  comments  that  you  made  about  that  1  percent  that 
you  do  serve  and  the  importance  thereof? 

Mr.  Lader.  Let  me  respond  in  three  separate  ways.  I  think  a 
quantitative  view  of  it  is  not  always  accurate.  Someone  could  sug- 
gest that  only  1  percent  of  America  reads  a  particular  columnist 
but  that  does  not  suggest  that  that  columnist's  views  are  not  im- 
portant and  do  not  impact  public  policy  in  a  very  significant  way. 

But  the  more  important  two  comments  that  I  really  would  like 
to  make  on  that  as  follows,  it  is  simply  wrong.  Twenty  million 
small  businesses  in  America  have  the  benefit  of  the  advocacy  ef- 
forts that  Doris  and  my  other  colleagues  referred  to,  the  kind  of 
work  that  you  want  to  work  on  with  regulatory  flexibility  reform 
issues. 

If  we  look  at  36,000  businesses  last  year  which  got  7(a)  loans  ap- 
proved by  SBA,  if  we  look  at  the  1  million  businesses  which  re- 
ceived education  and  training  through  our  various  SCORE  and 
other  programs,  it  simply  is  wrong  to  have  that  type  of  number. 

The  final  point,  though,  the  real  question  is  to  what  extent  those 
businesses  seeking  capital  did  not  have  access  to  capital  or  the 
kinds  of  terms  in  their  loans,  in  the  loan  programs,  in  a  commer- 
cial setting  that  they  get  through  the  SBA-guaranteed  programs. 
The  patient  capital  of  SBICs,  the  availability  of  a  longer  term  to 
repay  it  as  the  business  is  growing,  the  fact  of  having  a  fixed  re- 
payment schedule  as  opposed  to  dealing  with  the  vagaries  of  inter- 
est rates,  are  some  of  the  considerations  critical  to  the  growth  of 
those  businesses. 

And  so  if  you  look  at  the  250,000  businesses  today  which  have 
SBA  loans,  I  think  one  would  recognize  that  the  impact  is  far  more 
significant  and  perhaps  those  journalists  are  referring  to,  as  I  said 
to  before,  their  father's  SBA. 

Chairman  Bond.  Mr.  Lader,  one  of  the  programs  you  have,  and 
I  do  not  believe  you  touched  on  it  in  your  presentation,  is  the 
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GreenLine  program.  Could  you  tell  us  what  has  been  the  experi- 
ence at  SBA  with  the  GreenLine  program,  how  many  loans  were 
made  in  fiscal  year  1994  and  1995  and  what  is  actually  going  on 
in  that  program? 

Mr.  Lader.  I  would  like,  Mr.  Chairman,  if  I  could  ask  Mary  Jean 
Ryan  to  address  some  particulars,  but  let  me  offer  this  prefatory 
comment.  GreenLine  is  another  very  good  example  of  how  when 
something  is  not  working  at  SBA,  we  are  just  changing  it.  We  are 
in  a  continually  perpetual  process  of  reinvention  ourselves,  and 
some  of  the  changes  in  GreenLine  illustrate  that. 

Let  me  let  Mary  Jean,  who  has  worked  very  hard  on  this  espe- 
cially, explain. 

Ms.  Ryan.  I  would  be  happy  to  get  you  the  specific  numbers  for 
fiscal  year  1994  and  the  current  fiscal  year.  But  the  primary  point 
would  be  to  mention  that  the  point  of  GreenLine,  as  opposed  to  the 
other  SBA  products,  is  to  provide  a  true  revolving  line  of  credit. 
This  was  a  new  type  of  loan  program  for  SBA  to  develop.  We  did 
a  lot  of  focus  groups  and  town  hall  meetings  and  the  need  for  a  re- 
volving line  of  credit  came  out  loud  and  clear,  so  we  developed 
GreenLine  with  a  huge  amount  of  input  from  private  sector  lend- 
ers. 

When  the  program  came  out,  it  was  viewed  as  a  bit  too  cum- 
bersome, especially  for  small  deals,  because  the  banks  were  feeling 
that  they  could  not  use  it  for  small  revolving  lines  of  credit.  So  as 
Administrator  Lader  just  mentioned,  we  have  gone  back  to  the 
drawing  board  and  we  are  issuing  a  notice  in  the  next  couple  of 
weeks  which  will  segment  out  smaller  loans  and  still  be  able  to  do 
revolving  lines  of  credit,  but  in  a  way  that  we  think  is  prudent  but 
will  remove  some  of  what  the  lenders  felt  were  the  burdensome  re- 
quirements. 

[In  further  response,  SBA  submitted  the  following:] 

Response.  As  I  noted  in  my  testimony,  we  are  in  the  process  of  making  changes 
to  GreenLine  to  improve  the  program.  GreenLine  presently  includes  asset-based  re- 
volving lines  of  credit  to  finance  inventory  and  receivables;  contract  loans  which  is 
upfront  money  for  signed  contracts;  seasonal  loans  which  assist  in  buildup  for  sea- 
sonal inventory  and  receivables  such  as  toy  companies;  and  loans  for  builders  to  pro- 
vide funds  to  build  and  renovate  residential  or  commercial  structures.  In  addition, 
there  are  two  pilot  programs  that  are  predecessors  to  the  asset-based  GreenLine. 
These  pilots  are  being  phased  out. 

The  following  represents  the  loan  approval  numbers  (#)  for  the  various  programs 
for  all  of  FY  1994  and  the  first  3  months  of  FY  1995: 

Fiscal  year 


Seasonal  ;.... 

Contract 

Builders  

Pilot  Domestic  Revolving  Line  of  Credit  

Pilot  GreenLine  

Asset-based  GreenLine 

Total  1.584  234 

Chairman  Bond.  Thank  you.  Mr.  Lader,  you  mentioned  the  dis- 
aster program  at  length.  First,  what  percent  of  the  disaster  loans 


1994 

1st  Qtr. 
1995 

202 

21 

325 

89 

31 

11 

416 

28 

605 

54 

5 

31 
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go  to  business  as  opposed  to  non-business,  homeowner  and  per- 
sonal property?  Just  roughly,  do  you  know? 

Mr.  Lader.  I  am  going  to  ask  Mr.  Kulik  to  give  that  number. 
After  31  years,  he  knows  these  numbers  better  than  I. 

Mr.  KULIK.  The  number  of  loans  that  go  to  homeowners  ranges 
between  70  and  80  percent.  The  dollar  amount,  however,  is  closer 
to  50  percent,  the  business  loans  being  the  larger  ones. 

Mr.  Lader.  Senator,  if  I  might  add,  as  you  have  had  occasion  to 
go  into  a  disaster  relief  center  when  a  disaster  occurs  in  your  state, 
you  recognize  that  although  FEMA  gets  most  of  the  publicity  and 
does  a  splendid  job  now  of  meeting  emergency  response,  when  you 
walk  into  that  center,  it  is  walking  into  an  SBA  office.  Essentially 
all  the  loan  processing  going  on  there  are  the  SBA  employees  doing 
that  work.  And  so  the  numbers  are  very  much  oriented  towards 
private  homeowners,  even  though  the  dollar  amounts,  as  Berkie 
has  illustrated,  are  weighted  more  towards  businesses. 

[In  further  response,  SBA  submitted  the  following:] 

Response.  In  FY  1994,  125,861  disaster  loans  were  approved.  Of  these,  78.8  per- 
cent were  to  homeowners  and  21.1  percent  were  to  businesses.  The  dollar  amount 
of  those  approved  loans  were  $4. 159  billion.  Of  this,  59  percent  were  to  homeowners 
and  41  percent  to  businesses. 

Since  the  inception  of  the  program  in  1953,  1,277,876  loans  have  been  approved. 
Of  these,  77.3  percent  were  to  homeowners  and  22.7  percent  were  to  businesses.  The 
dollar  amount  of  these  approved  loans  was  $22,568  billion.  Of  this,  40.2  percent  was 
to  homeowners  and  59.8  percent  to  businesses. 

Chairman  BOND.  A  final  question  of  the  very  high  subsidy  rate, 
because  I  guess  of  the  bad  loans,  what  percentage  are  business 
loans  and  what  percentage  are  non-business  loans? 

Mr.  KULIK.  The  very  high  subsidy  rate  is  not  based  primarily  on 
bad  loans;  it  is  based  on  the  difference  in  interest  differential.  The 
fact  is  that  we  put  the  funds  out  at  4  percent  but  it  costs  the  Gov- 
ernment considerably  more  to  borrow  the  money.  Our  loss  rate  in 
the  program,  from  the  beginning  of  1953  until  now,  is  approxi- 
mately 10  percent. 

Chairman  Bond.  And  how  does  that  divide  between  business  and 
homeowner? 

Mr.  KULIK.  I  will  have  to  supply  that  for  the  record,  sir. 

[In  further  response,  Mr.  Kulik  submitted  the  following:] 

Response.  All  disaster  loan  losses  are  paid  from  the  same  fund,  regardless  of 
whether  the  loan  was  a  disaster  home,  business/farm,  or  economic  injury  loan.  Con- 
sequently, we  do  not  have  readily  available  statistics  that  permit  us  to  exactly  sepa- 
rate the  losses  in  the  disaster  program  into  a  home  loan  portion  and  a  business/ 
farm  loan  portion.  To  be  responsive  to  your  request,  we  have  estimated  the  distribu- 
tion of  losses  between  home  loans  and  business/farm  loans.  This  estimate  was  cre- 
ated by  calculating  the  distribution  of  loans  that  were  60  days  or  more  past  due  or 
were  in  Uquidation  at  the  end  of  each  fiscal  year.  These  loans  are  most  likely  to 
result  in  losses. 

[In  percentage] 

Estimated 
Year 


Home 


Business/ 
Farm 


1994  : :... 18.3  81.7 

1993  18.5  81.5 

1992  15.0  85.0 

1991  12.6  87.4 

1990  8.5  91.5 
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After  determining  the  percentage  breakdown  between  home  loans  and  Farm/Busi- 
ness loans,  the  following  chart  was  prepared  which  allocates  the  actual  loss  rate 
percentage  between  both  types  of  loans.  It  should  be  noted  that  this  is  not  an  accu- 
rate reflection  of  the  loss  rate  for  home  or  business  loans,  just  an  estimate  of  what 
percentage  of  the  actual  loss  rate  is  attributable  to  each  type  of  loan. 

lln  percent) 


As  of  fiscal  year 


Actual  loss 
rate 


Attributable  to 


Homes 


Business/ 
Farm 


1994 8.68  158  7.10 

1993 9.45  175  7.70 

1992 9.97  1.49  8.48 

1991  9  58  120  8.38 

1990 9.56  0.81  8.75 


Chairman  Bond.  Thank  you. 

Mr.  Lader.  You  can  understand,  Mr.  Chairman,  why  we  are  par- 
ticularly advocating  the  increase  of  the  interest  rate  on  that,  given 
the  fact  that  that  is  the  principal  cost,  not  the  actual  default. 

Chairman  Bond.  I  see. 

I  will  turn  now  to  Senator  Bumpers. 

Senator  Bumpers.  Mr.  Chairman,  I  do  not  have  any  very  press- 
ing questions.  I  want  to  say  to  Mr.  Lader,  that  was  a  most  impres- 
sive presentation.  Some  of  the  things  you  said  were  especially  im- 
pressive about  the  accomplishments  of  SBA,  because  I  remember 
10  years  ago  the  default  rate  on  7(a)  loans  was  10  percent  and  now 
it  is  1.3  percent.  While  you  have  quadrupled  the  number  of  loans, 
you  have  also  quadrupled  the  number  of  loans  with  a  very  dra- 
matic decrease  in  the  number  of  staff. 

I  could  not  agree  with  you  more,  would  that  some  of  the  other 
agencies  of  Government  could  follow  your  lead. 

I  am  mildly  troubled  about  disaster  loan  interest  rates  which  you 
propose  to  increase.  They  have  been  4  percent  in  the  past,  have 
they  not? 

Mr.  Lader.  Yes,  sir. 

Senator  Bumpers.  I  understood  that  we  were  going  to  get  a  2- 
percent  increase.  As  I  understood  you  this  morning,  you  said  2  per- 
cent above  prime. 

Mr.  Lader.  2  percent  over  the  cost  to  the  Treasury. 

Senator  Bumpers.  2  percent  over  the  cost  to  the  Treasury?  What 
is  that  figure  now? 

Mr.  Lader.  As  of  today 

Mr.  KULIK.  Approximately  8  percent. 

Mr.  Lader.  8  percent.  So  it  would  be  a  10-percent  loan.  I  should 
point  out,  Senator,  that  in  the  last  20  years  the  disaster  loans  have 
ranged  from  12  to  20  percent  and  there  was  a  significant  demand 
for  them  even  at  that  interest  rate. 

Senator  Bumpers.  There  have  been  an  awful  lot  of  people  in  the 
country  that  have  been  terribly  disenchanted  because  they  thought 
disaster  loans  were  going  to  be  virtually  free  and  found  out  that 
they  were  very  expensive.  I  just  wanted  to  make  sure  I  understood 
what  the  rate  was  going  to  be. 

Two  other  things.  One  is  the  number  of  small  loans  you  are  mak- 
ing is  impressive  to  me.  I  have  always  thought  the  loan  portfolio, 
the  average  per  loan,  was  much  too  high.  I  do  not  have  any  quarrel 
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with  somebody  who  wants  to  borrow  $500,000  and  incidentally,  I 
applaud  that  you  took  administrative  action  to  lower  the  limit  from 
$750,000  to  $500,000.  I  know  some  people  need  more  money,  de- 
pending on  the  kind  of  business  they  are  getting  into,  and  I  think 
$500,000  is  adequate  for  the  role  SBA  is  playing. 

Mr.  Lader.  Senator,  if  I  may  interrupt  on  that  point,  this  chart 
demonstrates  the  point  you  are  making  very  well.  In  1991,  as  you 
can  see,  one-third  of  the  loans  made — green  is  the  total  number  of 
loans  made,  20,000,  of  which  one-third  were  under  $100,000.  In 
1995,  we  will  grow  to  56,000  loans  but  two-thirds  are  under 
$100,000.  This  is  demonstrated  in  the  fact  that  we  are  increasing, 
to  a  very  significant  degree,  the  percentage  of  smaller  borrowers 
participating  in  SBA  programs. 

Senator  Bumpers.  The  dramatic  increase  in  small  borrowers  is 
not  reflected  in  the  amount  of  money  loaned  though,  is  it?  They 
still  represent  less  than  50  percent  of  the  total  money? 

Mr.  Lader.  I  am  glad  you  asked  that  question.  If  you  look  at  this 
particular  chart 

Senator  Bumpers.  You  would  not  hold  anything  back  now? 

Mr.  Lader.  Mr.  Chairman,  we  had  not  discussed  this  before.  If 
you  look  here,  this  goes  to  the  heart  of  explaining  the  administra- 
tive action  we  took,  capping  the  loans.  Last  year  10  percent  of  the 
loans  made  were  over  $500,000  but  that  consumed  36  percent  of 
our  guarantee  authority;  43  percent  of  the  loans  made  were  under 
$100,000  but  they  only  got  10  percent  of  the  pie.  So  the  objective 
we  have  is  to  try  to  let  the  $100,000  and  under  borrowers  get  a  big- 
ger piece  of  this  pie  and  to  let  the  504  program  and  our  other  pro- 
grams serve  those  seeking  loans  over  $500,000. 

Senator  Bumpers.  Of  course,  about  the  only  way  you  can  do  that 
is  to  increase  the  ratio  of  small  loans  to  large  loans,  is  that  not  cor- 
rect? In  other  words,  you  are  going  to  have  to  make  more  small 
loans  in  order  to  increase  that  figure  that  you  are  trying  to  im- 
prove? 

Mr.  Lader.  Exactly,  and  I  give  great  credit  to  our  partners.  You 
were  nice  enough,  in  your  first  observation,  to  recognize  some  of 
the  points  we  made  of  the  improvements  at  SBA.  I  have  to  say  this 
is  largely  because  we  have  become  highly  privatized  already.  We 
have  7,000  lender  partners  around  the  country  making  the  fun- 
damental lending  decisions,  and  I  give  them  principal  credit  for  the 
quality  of  the  loan  portfolio  today. 

Senator  BUMPERS.  And  finally,  Mr.  Lader,  this  is  just  my  own 
opinion,  but  for  the  benefit  of  people  who  have  a  tendency  to  sum- 
marily and  mindlessly  trash  SBA  and  the  whole  concept  of  making 
these  loans  from  a  Government  agency,  one  of  the  reasons  both 
banks  and  borrowers  like  these  programs  is  because  if  a  bank 
makes  a  loan  that  has  more  than  a  2-  or  3-year  expiration  date, 
the  bank  examiners  just  crawl  all  over  them.  And  yet,  the  average 
length  of  7(a)  loans  was  7.5  years  according  to  a  GAO  report  in 
1982.  The  average  length  of  504  loans  was  somewhere  between  10 
and  20  years.  Now  obviously,  banks  are  simply  not  going  to  make 
those. 

But  I  will  say,  Mr.  Lader,  I  do  not  think  it  would  be  a  bad  idea, 
and  the  chairman  and  I  will  discuss  this,  for  GAO  to  update  that 
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figure.  I  would  like  to  know  what  is  the  average  length  of  7(a) 
loans  right  now? 

Ms.  Ryan.  It  is  10.89  years  for  FY  1994. 

[In  further  response,  SBA  submitted  the  following:] 

Response.  The  average  maturity  for  a  7(a)  loan  approved  in  FY  1994  was  ten 
years  and  ten  months.  The  median  maturity  was  seven  years  and  four  months. 

Senator  Bumpers.  And  what  is  the  average  length  of  504  loans? 

Ms.  Ryan.  It  is  19.35  years  for  FY  1994. 

[In  further  response,  SBA  submitted  the  following:] 

Response.  SBA  presently  offers  two  maturities  for  504  loans,  ten  years  and  twen- 
ty years.  In  FY  1994,  93%  of  the  504  activity  was  for  twenty  year  loans  and  the 
remainder  for  ten  year  loans.  The  actual  average  is  19  years  and  four  months. 

Senator  Bumpers.  Well,  you  see,  businesses,  not  only  need  access 
to  capital,  they  need  time  and  they  simply  cannot  get  it  at  the 
banks.  Without  the  SBA,  a  lot  of  small  businesses  are  simply  not 
going  to  be  helped  because  the  banks  will  not  give  them  the  time 
they  have  to  have  to  succeed. 

Thank  you,  Mr.  Chairman. 

Chairman  Bond.  Thank  you.  Senator  Bumpers.  Senator  Bennett? 

Senator  Bennett.  Thank  you,  Mr.  Chairman.  My  first  question 
which  I  do  not  ask  seriously  but  I  may  get  back  to  you  later  is,  who 
is  your  chart  maker?  We  could  use  some  of  that  ability  as  we  have 
our  debates  on  the  floor.  I  may  be  calling  you  for  a  little  help  on 
that. 

You  did  not  touch  on  one  aspect  of  SBA  that  has  been  brought 
home  to  me  in  my  town  meetings  and  conversations  around  my 
State,  and  that  is  its  impact  in  rural  areas.  Could  you  spend  a 
minute  or  two  talking  about  what  SBA  does  in  a  rural  situation 
that  might  not  be  available  if  SBA  were  to  dry  up  and  blow  away? 

Mr.  Lader.  Let  me  ask  Patty  Forbes  to  respond  to  that,  but  let 
me  offer  first  in  education  and  training,  for  example,  the  reason  for 
these  900  small  business  development  centers,  again  a  partnership 
with  the  States,  is  to  ensure  that  individual  small  business,  espe- 
cially in  rural  areas,  have  relatively  easy  access  to  get  that  type 
of  hands-on  counseling  and  training  that  is  available. 

Senator  Bennett.  I  was  thinking  more  specifically,  based  on 
what  I  have  been  told  as  I  have  gone  around  the  State  of  Utah, 
of  the  rural  banks  who  are  insisting  that  without  the  SBA's  sup- 
port they  simply  could  not  make  the  loans  that  they  make  and 
probably  would  disappear.  Now  is  that  a  true  statement  or  are  they 
just  trying  to  con  a  city  slicker  here? 

Mr.  Lader.  That  is  precisely  what  we  hear  as  well.  Let  me  let 
Patty  address  that  first,  and  then  I  will  have  another  comment. 

Ms.  Forbes.  Senator,  the  rural  banks  have  a  problem  with  avail- 
ability of  capital  to  lend.  The  7(a)  program  in  particular  helps  them 
because  they  can  sell  the  guaranteed  portion  of  the  loan  in  the  sec- 
ondary market  and  replenish  their  cash.  If  this  cash  was  not  avail- 
able and  a  source  was  not  available  in  the  private  markets,  then 
they  would  not  have  this  additional  money  to  relend.  They  could 
lend  it  out  once,  but  then  they  would  have  to  wait  until  it  was  re- 
paid by  the  borrower  to  lend  it  out  again. 

Senator  Bennett.  I  am  surprised  that  you  do  not  have  a  chart 
somewhere  to  quantify  that,  and  that  is  what  I  am  looking  for, 
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some  feel  of  quantity,  reach,  scope,  whatever  for  rural  banks  so 
that  we  know  exactly  what  would  be  imperiled  in  rural  America  if 
something  were  to  happen  to  SBA,  not  on  an  anecdotal  basis  but 
on  some  kind  of  a  comprehensive  view.  I  get  the  feel,  from  the 
rural  bankers  in  my  state,  that  anything  that  would  jeopardize  the 
SBA  programs  would  be  disastrous  to  them.  But  again,  they  are 
self-pleaders  so  I  would  like  to  get  the  information  from  your  side 
of  the  desk. 

Mr.  Lader.  We  will  promptly  provide  you  data  in  that  regard. 
Let  me  offer  this  observation.  In  addition  to  the  cash  flow  problem 
that  you  mentioned,  the  small  banks,  and  as  Patty  illustrated,  the 
guarantee  and  the  sale  in  the  secondary  market  allows  them  to  re- 
plenish that  cash,  the  rural  bankers  are  more  typically  involved  in 
relationship  banking  and  making  loans  oftentimes  on  the  best  cri- 
teria, character  of  the  borrower.  And  yet,  if  they  do  not  have  the 
wherewithal,  the  bank  examiners  come  in,  the  bank  examiner  has 
a  different  view  of  that  type  of  character  loan. 

So  the  SBA  guarantee  is  really  helping  the  small  business,  the 
entrepreneur  in  the  rural  area,  get  credit  in  a  way  that  would  not 
be  possible  at  all  without  the  SBA  program.  But  we  will  provide 
you  data. 

[In  further  response,  SBA  submitted  the  following:] 

Response.  Because  of  SBA's  wide  network  of  offices  and  resource  partners,  the 
SBA  serves  rural  areas  in  many  ways  in  both  its  access  to  capital  programs  and 
its  business  education  and  training  programs.  The  SBA  District  Offices  participate 
in  State  Rural  Development  Councils  by  serving  as  leaders  of  the  groups  and  assist- 
ing in  assessing  and  responding  to  the  specific  needs  of  their  states. 

Additionally,  the  Procurement  Automated  Source  System  (PASS)  contains  a  field 
which  identifies  firms  as  being  located  in  rural  counties.  As  of  February  23,  1995, 
there  are  28,027  such  firms  registered  in  PASS. 

Specific  programs  provides  the  following  services: 

EDUCATION  AND  TRAINING 

These  SBA  programs  are  delivered  through  two  principal  resource  partners,  the 
Small  Business  Development  Centers  (SBDCs)  and  the  Service  Corps  of  Retired  Ex- 
ecutives (SCORE).  Although  these  are  national  programs,  they  are  managed  locally 
by  the  SBA  district  offices  according  to  the  needs  of  the  local  small  business  commu- 
nity. For  SBA  district  offices  serving  rural  areas  of  the  country,  the  district  director 
will  tailor  the  training  and  counseling  work  of  the  local  SCORE  and  SBDCs  to  rural 
small  business  needs  and  issues. 

SCORE  has  focused  on  rural  development  issues  for  many  years.  Their  efforts  in- 
clude rehabilitation  of  business  districts  within  rural  communities,  including  infor- 
mation on  competing  with  national  chain  stores,  market  diversification  and  business 
retention.  Two  videos  have  been  produced  by  SCORE  in  conjunction  with  ConAgra 
on  rural  community  development:  LIVE  or  DIE:  SURVIVAL  of  a  SMALL  TOWN 
and  TWO  SMALL  TOWNS:  TOO  TOUGH  TO  DIE. 

Other  activities  include  a  rural  bank  marketing  program  available  to  rural  offices. 
As  a  specific  example,  in  Montana,  the  American  Dental  Manufacturing  Company, 
located  in  Missoula,  was  purchased  in  1990  and  closed  a  few  months  later.  A  group 
of  skilled  former  employees  began  to  plan  a  new,  employee-owned  business.  They 
approached  the  local  SBDCs  for  help  in  developing  a  comprehensive  financial  and 
business  plan,  locating  potential  investors,  analyzing  and  choosing  from  a  variety 
of  financing  options  and  opening  new  markets.  The  new  business,  American  Eagle 
Instruments,  began  production  in  1992.  This  business  has  grown  in  sales,  produc- 
tion capacity  has  tripled  in  the  last  year  and  the  number  of  employees  has  grown 
to  37. 

In  addition,  SBA's  Office  of  Women's  Business  Ownership  reaches  women  in  rural 
areas  through  three  major  programs: 

•  The  Demonstration  Program  provides  training  and  counseling  to  women  who 
want  to  start  and  expand  businesses.  Non-profit  organizations  receive  grants 
through  this  office  to  provide  technical  expertise.  Programs  have  been  funded  in  the 
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following  rural  areas:  Women's  Economic  Self-SufTiciency  Program  (WEST  Com- 
pany) in  Fort  Bragg,  CA;  Women's  Business  Center  at  the  White  Earth  Reservation 
in  Mahnomen,  MN;  Women  in  New  Development  in  Bemidji,  MN; 

•  Women's  Opportunity  &  Resource  Development  Inc.  in  Missoula,  MT;  Economic 
Self-SufTiciency  Team  (WEST  Co.)  in  Taos,  ^^M.  All  of  these  sites  target  women  in 
rural  areas.  SBA  anticipates  funding  four  additional  sites  in  rural  areas  by  the  end 
of  FY  1995. 

•  The  Women's  Prequalification  Pilot  Loan  Program  has  an  approach  which  en- 
deavors to  reach  women  in  rural  areas  in  the  following  states;  Colorado,  Maine, 
Massachusetts,  Montana,  New  Mexico,  and  Utah.  This  program  assists  prospective 
women  borrowers  in  developing  a  viable  loan  application  package.  The  application 
can  be  submitted  directly  to  the  SBA  for  expedited  consideration  of  a  loan 
prequalification.  On  approval,  non-profit  intermediaries  can  assist  the  applicants  in 
locating  a  competitive  lender. 

•  The  Women's  Network  for  Entrepreneurial  Training  (WNET)  is  a  mentoring 
program  that  matches  successftil  women  business  owners  with  women  ready  to  grow 
their  businesses  for  a  year-long,  one-on-one  relationship.  This  program  has  been 
successful  in  a  number  of  rural  areas  such  as  Rochester,  MN  and  Helena,  MT. 

LOAN  AND  FINANCING  PROGRAMS 

All  of  SBA's  loan  programs  have  a  higher  penetration  rate  in  rural  areas  than 
in  urban  areas.  While  23  percent  of  the  U.S.  population  lives  in  rural  areas,  26  per- 
cent of  SBA's  loans  (other  than  SBIC  financings)  and  24  percent  of  the  dollar 
amount  of  these  loans  are  made  to  businesses  within  rural  areas. 

SBA  provides  venture  capital  in  rural  areas,  too.  Of  the  279  current  SBICs  and 
SSBlCs,  69  (25  percent)  are  located  in  the  29  states  which  have  significant  rural 
populations.  In  such  states,  30  percent  or  more  of  the  population  resides  in  rural 
areas.  Of  the  $3.1  billion  in  private  capital  committed  to  the  program,  $703.3  mil- 
lion or  22  percent  is  represented  by  these  69  companies.  Further,  these  companies 
represent  $145.0  million  or  18  percent  of  the  $798.6  million  in  leverage  currently 
outstanding.  The  jobs  created  by  SBIC  investments  in  these  states,  as  well  as  oth- 
ers, result  in  employment  opportunities  for  individuals  residing  in  rural  areas. 

SURETY  BONDS 

The  SBA  Surety  Bond  Program  assists  small  contractors  in  rural  areas  by  provid- 
ing bid,  performance  and  payment  bond  guarantees.  Such  bonds  are  required  to  per- 
form public  and  private  contracts.  While  not  all  of  the  contractors  that  use  SBA 
guaranteed  bonds  are  the  low  bidders,  the  SBA  assistance  allows  them  to  bid  on 
the  contracts  and  gain  bidding  experience.  Bidding  skills  are  vital  for  a  contractor 
to  grow  and  expanded  in  the  competitive  marketplace.  In  FY  1994,  SBA  bond  guar- 
antees provided  $1.1  billion  in  bid  opportunities  to  small  contractors  in  rural  areas. 
These  opportunities  resulted  in  1,523  bonded  contracts  valued  at  $237,596,247  being 
awarded  to  small  contractors  receiving  SBA  assistance. 

7(j)  PROGRAM 

The  7(j)  program  provides  management  and  technical  assistance  to  individuals  or 
businesses  eligible  for  assistance  under  Section  7(a)(ll),  7(j)(10),  and  8(a)  of  the 
Small  Business  Act.  Section  7(a)(ll)  specifies  that  emphasis  be  placed  on  firms  lo- 
cated in  urban  or  rural  areas  with  high  proportions  of  unemployed  or  low-income 
individuals  or  owned  by  low-income  individuals. 

Senator  BENNETT.  Thank  you.  It  is  an  aspect  that  I  think  has 
been  overlooked  by  a  lot  of  columnists  and  commentators  who  do 
not  happen  to  have  rural  people  in  their  constituencies.  I  think 
every  Senator  in  the  Senate,  with  the  possible  exception  of  Sen- 
ators Roth  and  Biden,  have  rural  areas  in  their  constituency  and 
we  need  to  pay  attention.  Maybe  Senators  Pell  and  Chafee  as  well. 
But  the  rest  of  us  need  to  pay  attention  to  that,  and  we  would  hope 
you  would  add  it  to  your  bag  of  tricks. 

In  the  Banking  Committee,  where  the  chairman  and  I  sit,  last 
year  we  passed  a  bill  securitizing  small  business  loans.  Are  you  fa- 
miliar with  that  program,  Senator  D'Amato's  bill,  and  what  it  does 
to  try  to  help  make  capital  available  to  small  business? 


41 

Mr.  Lader.  Generally,  yes. 

Senator  BENNETT.  From  your  vantage  point,  do  you  have  any 
view  of  that?  Has  it  been  helpful?  Is  it  simply  irrelevant  to  what 
you  do?  Has  it  had  any  impact  on  what  you  do?  What  comments 
might  you  have  on  that? 

Mr.  Lader.  Let  me  offer  a  general  response  and  then  ask  Mary 
Jean  Ryan,  who  has  worked  on  that  extensively,  to  respond  in 
more  specifics.  Let  me  put  it  this  way,  when  a  business  person  in- 
terested in  public  policy  looks  at  portfolios  such  as  this,  it  is  easy 
to  look  at  a  Freddie  Mac  or  a  Fannie  Mae  and  say  why  do  you  not 
undertake  that  type  of  an  effort  with  the  small  business  loan  port- 
folio? 

The  difficulty  is  our  $29  billion  loan  portfolio  has  everjrthing  from 
high-tech  future.  Apples  and  the  Intels  and  the  like,  to  the  grocery 
store,  the  bakery,  and  the  like.  And  it  is  far  more  difficult  to 
securitize  that  diverse  portfolio  of  loans  than  it  is  if  you  just  have 
a  basket  of  real  estate  loans. 

To  securitize  that  and  to  further  privatize  that,  I  am  going  a  step 
beyond  your  question,  the  difficulty  is  there  is  still  the  need  for  the 
guarantee  on  that.  And  it  would  be  virtually  impossible,  though  I 
would  be  happy  to  work  with  you  and  members  of  your  staff  to 
think  through  further  how  you  get  the  Federal  Government  out  of 
that,  if  in  fact  you  have  the  existing  loan  portfolio.  But  Mary  Jean 
can  give  you  a  more  specific  response. 

Ms.  Ryan.  I  cannot.  You  gave  a  great  answer. 

Mr.  Lader.  It  is  a  great  staff  here,  is  it  not? 

Senator  Bennett.  I  would  just  be  grateful  if  you  could  give  us 
your  view  as  to  how  that  is  working,  how  that  is  progressing  and, 
long  term,  how  the  existence  of  that  program  may  be  impacting  on 
what  you  are  doing,  for  good  or  ill.  It  may  help  you  a  great  deal 
to  have  that  going  on,  or  it  may  make  your  life  more  complicated. 
I  simply  do  not  know,  and  at  some  point  I  think  we  would  benefit 
from  your  observations. 

Thank  you,  Mr.  Chairman. 

Mr.  Lader.  We  will  provide  that. 

[In  further  response,  SB  A  submitted  the  following:] 

Response.  Over  the  past  several  years,  considerable  attention  has  been  paid  to 
issues  surrounding  credit  availability  for  businesses.  A  perceived  credit  crunch  and 
a  downturn  in  venture  capital  to  businesses  has  Limited  opportunities  for  many 
firms  to  expand,  hindering  full  recovery  from  the  last  recession.  Meanwhile,  there 
has  been  an  expansion  of  credit  availability  in  certain  sectors  of  the  economy 
through  the  development  of  an  active  secondary  market  for  securities  backed  by  ei- 
ther mortgages  or  other  financial  assets.  This  market,  however,  has  just  recently 
begun  to  develop  to  the  point  of  including  the  securitization  of  business  loans.  In 
order  to  spur  the  development  of  a  secondary  market  for  small  business  loans,  The 
Community  Development,  Credit  Enhancement,  and  Regulatory  Improvement  Act  of 
1993  included  a  title  aimed  at  reducing  some  of  the  regulatory  obstacles  that  have 
discouraged  business  loan  securitization. 

At  this  time,  it  is  too  early  to  determine  whether  the  Act  will  have  much  of  an 
impact  in  the  asset-backed  securities  market.  Most  of  the  agencies  affected  by  the 
Act  are  still  in  the  process  of  developing  regulations  to  implement  their  respective 
provisions.  (The  Act  allows  180  days  for  the  issuance  of  such  regulations,  therefore 
final  rules  must  be  completed  by  March  22,  1995.)  Some  progress  has  been  made, 
however.  The  Office  of  the  Comptroller  of  the  Currency,  for  instance,  is  expected  to 
issue  regulations  within  the  next  month  concerning  the  regulation  of  small  business 
related  securities  and  new  rules  for  small  business  loans  sold  with  recourse.  The 
Federal  Reserve  Bank  published  regulations  in  the  Federal  Register  on  February  1, 
1995,  concerning  recourse  requirements,  while  the  Federal  Deposit  Insurance  Cor- 
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poration  and  the  Office  of  Thrift  Supervision  expect  to  pubHsh  rules  on  this  topic 
in  the  near  future.  Until  these  rules  are  in  place  for  some  period  of  time,  it  is  not 
possible  to  determine  the  effect  of  the  Act  on  either  the  business  loan-backed  securi- 
ties market  or  on  the  nation's  small  firms. 

Chairman  BOND.  Thank  you  very  much,  Senator  Bennett. 

Senator  Frist? 

Senator  Frist.  Thank  you,  Mr.  Chairman. 

[The  opening  statement  of  Senator  Frist  follows:] 
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OPENING  STATEMENT  OF  SENATOR  BILL  FRIST 

Committee  on  Small  Business 

February  10, 1995 


Thank  you,  Mr.  Chairman.  I  commend  you  for  holding  these  hearings  to 
examine  the  programs  of  the  Small  Business  Administration  and  discuss  the 
proper  role  of  the  Federal  Government  in  assisting  small  firms.  I  also  want  to 
thank  Mr.  Lader  for  testifying  before  the  Committee. 

Small  Businesses  are  truly  the  engines  of  economic  growth  in  America. 
They  employ  more  than  half  of  our  private  workforce  and  are  the  third  largest 
economic  power  in  the  world  —  behind  only  the  U.S.  economy  as  a  whole  and 
Japan.  But  more  importantly,  they  create  jobs  ~  hundreds  of  thousands  of  jobs 
that  represent  the  heart  of  America's  economy. 

However,  the  heart  of  small  business  has  struggled  to  keep  on  beating. 
Strapped  with  burdensome  regulations,  mandates,  restrictive  taxes,  and  excessive 
paperwork,  small  firms  are  seeking  relief  They  simply  want  more  freedom  to 
start  and  grow  new  businesses,  create  new  jobs,  and  follow  the  American  Dream. 

I  appreciate  the  efforts  of  the  SB  A  to  forge  public  and  private  sector 
partnerships  with  small  business.  But  I  also  believe  we  can  continue  to  improve 
these  programs.  I  look  forward  to  working  with  the  Members  of  this  Committee 
and  you,  Mr.  Lader,  to  promote  a  stronger,  more  competitive  small  business 
climate  for  the  future. 
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Senator  Frist.  Mr.  Lader,  thank  you,  and  I  am  sorry  I  missed 
your  verbal  presentation. 

I  would  like  to  go  back  to  a  line  of  questioning  that  the  Chair- 
man began,  just  to  clear  it  up  for  me,  about  the  disaster  assistance. 
In  reading  your  testimony,  it  is  $3.8  billion  in  1994,  primarily  in 
the  form  of  non-farm  private  sector  disaster  losses.  You  made  the 
point  that  the  disaster  loan  program  clearly  helps  reduce  overall 
Federal  disaster  costs  compared  to  other  forms  of  assistance  such 
as  grants. 

In  talking  about  reinvention,  downsizing  or  streamlining,  could 
you  help  paint  the  picture  for  me  a  little  bit  more  about  how  this 
program  cooperates  with  FEMA?  How  it  is  determined  and  I  know 
the  Chairman  asked  where  the  monies  actually  go,  but  paint  that 
bigger  picture?  Because  as  you  pointed  out  in  your  testimony,  it  is 
clearly  the  one  area  that  goes  outside  of  the  necessarily  small  busi- 
ness? And  could  you  paint  that  picture  a  little  better  for  me,  of  how 
these  programs  come  together?  And  is  there  any  potential  to  fur- 
ther consolidate  and  streamline,  since  this  is  just  a  bit  out  of  small 
business? 

Mr.  Lader.  Let  me  paint  that  picture  in  three  summary  ways, 
if  I  can.  First,  kind  of  an  on-the-ground  reaction.  When  a  disaster 
occurs  you  have  both  FEMA  and  SBA  there  immediately  serving 
very  different  purposes.  FEMA  has  been  doing  in  recent  years  a 
splendid  job,  I  think,  on  the  so-called  wet  socks  operation,  but  it 
is  more  important  than  that  term  suggests,  of  dealing  with  the  im- 
portant emergency  operations. 

Then  it  is  involved  in  the  financing  or  the  flow-through  of  funds 
for  major  Government  projects,  a  highway  being  rebuilt,  a  bridge 
being  rebuilt.  But  FEMA  does  not  have  the  loan  distribution,  loan 
review  capability  that  SBA  doing  business  loans  has.  In  fact,  I  do 
not  think  any  other  agency  does  that  sort  of  loan  oversight. 

Consequently,  simultaneous  with  their  emergency  operations,  we 
are  setting  up  the  finance  centers  on  the  ground.  So  when  you 
visit,  in  Tennessee  or  in  another  State,  one  of  those  disaster  relief 
centers,  the  personnel  are  SBA  personnel  who  every  day  are  in- 
volved in  making  disaster  loans. 

The  second  way  of  looking  at  that  is  this,  though:  that  disaster 
loan  portfolio  needs  to  be  managed  as  well.  The  kinds  of  accounting 
systems,  the  type  of  data  base  that  is  used,  right  now  is  similar  to 
what  we  are  doing  with  our  overall  loan  portfolio  in  terms  of  busi- 
ness loans.  And  so  while  the  nature,  the  identity  of  the  loan  is  dis- 
aster versus  business,  the  mechanics  of  what  you  do  as  a  dis- 
cipline— as  a  physician  may  have  different  specialties  but  has  cer- 
tain basic  skills — is  more  akin  to  what  we  do  at  SBA  than  what 
FEMA  does,  in  terms  of  emergency  reactions  of  how  do  you  save 
lives  at  that  particular  time. 

The  final  way  of  doing  it  is  this;  that  is,  a  line  of  business  that 
virtually  no  one  pays  attention  to  until  there  is  a  disaster  in  your 
neighborhood,  in  your  district.  My  first  week  on  the  job,  when  I 
barely  knew  that  SBA  was  involved  in  this  type  work,  there  were 
the  floods  in  Texas.  I  went  down  to  one  of  the  most  affluent  com- 
munities outside  of  Houston,  and  these  were  the  kinds  of  folks  who 
I  am  sure  want  less  Government,  no  Government  probably,  and 
they  were  all  saying  help. 
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I  personally  awarded,  and  within  6  days  we  turned  around  the 
first  money,  the  first  checks  to  help  homeowners  reconstruct  their 
houses,  do  their  repairs,  replace  fiirniture  and  the  like.  I  called 
when  we  made  the  thousandth  loan  on  that,  or  perhaps  it  was  the 
millionth  dollar  or  something  like  that.  The  woman  had  no  idea 
that  she  was  talking  to  anyone  other  than  one  of  the  loan  people. 
She  had  repairmen  working  all  over  her  house.  I  wish  you  could 
listen  in  because  all  she  was  saying  is  I  never  knew  that  SBA  was 
involved  in  this,  but  my  family  and  I  would  not  know  what  we 
would  be  doing  without  this  kind  help. 

Those  are  three  ways  of  painting  that  picture.  I  hope  that  helps. 

Senator  Frist.  And  obviously  the  lack  of  predictability  and  so 
forth  makes  that,  I  would  think,  a  hard  piece  of  the  pie.  Are  you 
satisfied  at  how  that  is  operating  now? 

Mr.  Lader.  I  am  never  satisfied  with  an  operation,  as  my  col- 
leagues here  will  tell  you  about  me.  At  the  same  time  we  have 
eight  permanent  employees  in  the  whole  agency  devoted  to  disas- 
ters. Then  we  have  about  another  250  or  so  who  are  only  guaran- 
teed 6  months  of  work  each  year,  but  it  is  pretty  likely  they  stay 
there  because  Mother  Nature  has  a  way  of  making  these  disasters 
occur. 

The  rest  of  that  work  force,  which  last  year  exceeded  3,500  peo- 
ple at  its  highest  point  because  of  the  California-Los  Angeles  earth- 
quake, are  temporary  employees  and  that  number  has  gone  up  and 
it  has  gone  down.  We  hire  them  on  a  month-to-month  or  6-month 
basis,  to  support  the  cadre  of  people  around  the  country  who  re- 
spond to  disasters  like  this. 

So  there  is  the  core  competence,  but  at  the  same  time  what  we 
are  doing  is  moving  staff  up  and  down  based  on  what  Mother  Na- 
ture and  the  Congress,  through  its  appropriations,  requires. 

Senator  Frist.  Thank  you.  Thank  you,  Mr.  Chairman. 

Chairman  Bond.  Thank  you  very  much.  Senator  Frist. 

Senator  Warner. 

Senator  Warner.  Thank  you  very  much,  Mr.  Chairman. 

Before  I  came  to  the  Senate,  I  had  a  very  modest  background  in 
business.  I  was  the  principal  stockholder  and  a  director  of  a  small 
business  investment  company  that  was  primarily  venture  capital. 
Over  a  period  of  4  or  5  years  I  had  the  opportunity  to  learn  a  good 
deal  about  small  business  startups  and  the  importance  of  what  I 
call  the  fluidity  of  capital. 

This  is  very  clear  to  me  today,  as  it  was  then,  and  as  I  travel 
through  my  State  and  visit  with  small  business  people  who  say, 
"Senator,  if  we  could  only  move  some  of  our  capital  that  is  tied  up 
we  could  start  other  businesses,  we  could  expand  existing  busi- 
nesses." 

Do  you  believe  in  fluidity  of  capital? 

Mr.  Lader.  Absolutely,  sir. 

Senator  Warner.  Well,  in  your  capacity,  you  have  the  oppor- 
tunity to  advise  the  President  on  this,  and  you  said  in  your  state- 
ment on  page  one,  that  the  SBA  operates  as  a  public-private  part- 
nership that  uses  taxpayer's  dollars  to  leverage  private  resources 
in  both  its  lending  programs  and  some  of  its  business  and  edu- 
cation training  programs. 
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I  draw  your  attention  to  leveraging  private  resources,  which  is 
fluidity  and  availability  of  capital.  If  the  President  asked  you  how 
you  would  feel  about  a  reduction  in  the  capital  gains  tax  to  create 
greater  fluidity  of  capital,  what  would  be  your  response? 

Mr.  Lader.  Sir,  as  a  member  of  the  National  Economic  Council, 
as  I  have  stated  in  those  meetings,  that  most  of  the  small  business 
persons  from  whom  I  hear  favor  some  form  of  a  reduction  in  the 
capital  gains  tax.  And  the  President  would  respond,  as  he  has,  that 
as  part  of  the  economic  package  we  had  a  very  targeted,  and  we 
believe  it  will  be  a  highly  effective,  reduction  in  the  capital  gains 
tax  for  reinvestment  in  small  businesses. 

As  you  know,  there  are  some  who  would  like  to  go  much  further 
than  this.  My  approach  is  to  simply  say  to  the  extent  we  can  target 
what  is  in  the  advantage  of  small  business,  it  would  be  helpful. 

Senator  Warner.  I  appreciate  that  response  and  I  find  it  a  very 
candid  and  forthright  response.  I  am  hopeful  that  this  issue  can  be 
brought  up  in  this  Congress  and  addressed  fairly  and  impartially 
and  not  just  tagged  as  a  rich  man's  tax.  The  line  between  the  rich 
and  the  poor,  in  terms  of  fluidity  of  capital,  is  kind  of  like  the  rain- 
bow: it  moves.  It  all  depends  on  who  is  looking  at  it. 

Many  of  my  constituents  who  own  small  businesses  do  not  regard 
themselves  as  rich.  True,  they  are  working  8  to  12  hours  a  day 
within  the  spirit  of  the  free  enterprise  system.  They  are  dedicated 
individuals  and,  frankly,  they  are  risking  everything  they  have  in- 
cluding their  homes  to  get  the  capital.  But  they  definitely  need 
help  in  this  capital  gains  reduction  area,  and  I  appreciate  your  re- 
sponse. 

Mr.  Lader.  Senator,  if  I  might  add,  I  note  very  carefully  that 
you,  by  your  silence  on  the  point,  did  not  suggest,  however,  that 
those  who  are  investing  in  securities  or  speculating  or  who  are  pro- 
fessional investors  are  included  in  the  same  way.  And  so  I  hope  you 
understand  my  response  was  simply  to  report  to  the  President  that 
what  I  am  hearing  from  small  businesses  at  the  various  con- 
ferences is  this  point,  but  their  comments  are  directed  to  reinvest- 
ment in  small  businesses. 

Senator  Warner.  And  I  assure  you  regarding  the  other  category, 
I  do  not  have  the  time  within  the  limitations  here  to  address  it,  but 
it  also  provides  capital  that  would  flow  down,  in  my  judgment,  to 
the  small  businesses.  So  we  will  have  to  work  out  the  definition, 
but  I  am  delighted  that  you  support  the  concept  of  fluidity  of  cap- 
ital and  you  recognize  the  positive  impact  that  a  reduction  in  cap- 
ital gains  rates  would  have  on  this. 

My  constituents  are  also  concerned  about  the  bureaucratic  delays 
in  processing  and  the  time  delays  in  processing  8(a)  certifications 
applications  and,  frankly,  I  do  not  know  whether  you  addressed  it 
earlier,  but  in  view  of  the  fact  that  you  have  got  to  take  your  share 
of  the  budget  cuts,  will  this  impact  further  delay  and  make  it  more 
difficult  to  file  the  forms  connected  with  the  8(a)  program? 

Mr.  Lader.  Senator  Warner,  I  would  like  to  ask  Robert  Neal, 
who  heads  this  program  for  us,  to  comment.  As  he  is  coming  up, 
let  me  mention  when  you  say  take  our  licks  in  terms  of  the  budget, 
the  budget  request  we  have  submitted  for  fiscal  year  1996  rep- 
resents a  6-percent  reduction  in  our  budget.  If  you  include  disaster 
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programs,  it  is  a  14-percent  reduction.  So  we  are  very  serious  about 
doing  more  with  less. 

Let  me  let  Mr.  Neal  respond  to  your  specific  question. 

Senator  Warner.  The  8(a)  program  is  working  in  many  areas,  it 
is  the  core  of  what  you  do,  and  the  easier  it  is  to  process  the  appli- 
cations and  resolve  the  problems  associated  with  it,  the  better.  Yes, 
sir. 

Mr.  Neal.  Senator,  our  primary  focus  has  been  on  reducing  the 
processing  time  for  8(a)  certification  applications.  We  have  taken 
off  of  the  program  approximately  120  days  from  previous  time 
frames  that  we  used  in  processing  the  applications.  On  average,  we 
are  about  at  90  days  for  processing  the  applications.  But  we  are  not 
stopping  there. 

We  have  taken  the  re-engineering  and  reinvention  effort  much 
further. 

Senator  Warner.  I  want  to  get  one  more  question  in  within  my 
time  limit.  Are  we  moving  in  the  right  direction? 

Mr.  Neal.  Yes,  sir. 

Senator  Warner.  Mr.  Lader,  what  real  impact  does  the  Office  of 
the  Chief  Counsel  for  Advocacy  at  the  SBA  have  on  Federal  agen- 
cies compliance  with  the  Regulatory  Flexibility  Act?  If  the  Office  of 
the  Chief  Counsel  for  Advocacy  has  no  authority  to  enforce  agency 
compliance,  what  happens  when  violations  are  discovered? 

Mr.  Lader.  I  hope  that  the  Chief  Counsel  has  tremendous  im- 
pact, right  now,  as  he  is  testifying  in  the  House  Small  Business 
Committee  on  the  subject  you  are  raising,  in  terms  of  reg  flex.  In 
terms  of  the  overall  impact,  every  day  that  Office  of  Advocacy, 
under  the  Chief  Counsel's  leadership,  is  working  with  OIRA,  at 
0MB,  reviewing  the  Federal  Register  to  determine  what  regula- 
tions promulgated  or  about  to  be  promulgated  in  the  Federal  Reg- 
ister have  an  adverse  impact  potentially  on  small  businesses. 

We  are  engaged  in  a  very  direct,  candid,  and  sometimes  brutally 
frank  discussion  if  not  argumentation  with  our  colleagues  in  the 
executive  branch  when  small  businesses  may  be  impacted  nega- 
tively. I  believe  that  there  is  a  very  aggressive  effort  in  that  regard 
right  now,  and  we  certainly  support,  Mr.  Chairman,  judicial  review 
of  the  Regulatory  Flexibility  Act. 

We  said  that  in  my  confirmation  hearing.  As  you  know,  I  was 
deeply  involved  with  Vice  President  Gore  in  the  National  Perform- 
ance Review,  which  endorsed  that  notion.  And  I  hope  we  can  make 
some  considerable  progress  on  that  promptly. 

Senator  Warner.  Thank  you.  Thank  you,  Mr.  Chairman.  My 
time  has  expired. 

Chairman  Bond.  Thank  you,  Senator  Warner,  and  thank  you, 
Mr.  Lader,  for  the  endorsement  of  the  bill.  That  saves  me  a  ques- 
tion and  I  appreciate  that. 

Senator  Lieberman? 

Senator  LlEBERMAN.  Thank  you,  Mr.  Chairman. 

[The  opening  statement  of  Senator  Lieberman  follows:] 
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OPENING  STATEMENT  OF  SENATOR  JOSEPH  I.  LIEBERMAN 

Committee  on  Small  Business 

February  10, 1995 


Mr.  Chairman,  it's  a  pleasure  to  be  here  to  welcome  Phil  Lader  today  in 
his  first  appearance  before  the  committee  as  Administrator  of  the  SB  A.  This  is 
the  start  of  my  second  term  in  the  Senate  -  I  think  that  it  is  fair  to  say  that  during 
my  first  term  the  SBA  took  concrete  steps  toward  responding  more  effectively  to 
its  core  constituency  --  the  small  business  community. 

As  in  any  business,  there  are  always  additional  steps  you  can  take  to 
improve  the  quality  of  your  service  and  your  responsiveness  to  your  customers. 
SBA's  7(a)  loan  guarantee  program  has  been  an  incredibly  valuable  resource  for 
small  business  people  in  my  state.  Over  450  of  these  loans  were  approved  in 
Connecticut  in  FY  1994,  that  figure  is  projected  to  rise  to  over  750  loans  in  FY 
1995.  This  program  has  been  a  clear  winner.  For  this  reason,  I  have  some 
concerns  about  SBA's  decisions  to  lower  the  loan  guarantee  ceiling  ft-om 
$750,000.  While  I  understand  that  the  SBA  is  trying  to  meet  the  demand  for  this 
program,  I  hope  that  this  committee  can  work  with  the  SBA  in  exploring  ways  to 
bolster  this  program  even  further. 

In  addition,  I  hope  to  hear  today  about  SBA's  efforts  to  help  small 
businesses  who  have  been  hurt  by  defense  cuts  as  well  as  plans  to  be  sure  that  the 
views  of  the  small  business  community  are  heard  on  potentially  burdensome 
regulations.  That  being  said,  I  welcome  Mr.  Lader  and  the  opportunity  to  work 
with  him  on  these  issues. 
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Senator  Lieberman.  Mr.  Lader,  welcome,  and  congratulations  on 
the  work  that  you  are  doing. 

I  know  there  were  questions  about  the  7(a)  loan  guarantee  pro- 
gram before,  so  I  do  not  want  to  pursue  that  any  further  except  to 
say  that  you  know  that  the  problems  that  you  have  are  ones  that 
come  from  success  because  this  program  has  been  so  critically  im- 
portant, particularly  in  our  State.  During  the  credit  crunch,  it  was 
one  of  the  few  places  through  which  entrepreneurs,  small  busi- 
nesses could  get  the  money  to  operate. 

I  must  say  that  I  thought  the  higher  limit  on  the  loan  guarantee 
was  a  value  to  be  used  with  discretion  by  bankers  and  the  SBA. 
I  do  not  know  whether  you  have  been  asked  this,  but  I  understand 
that  you  have  reduced  the  limit  because  of  demand  and  the  fear 
that  the  program  would  run  out. 

Is  there  any  possibility  that  you  might  look  at  other  areas  in 
your  operations,  where  you  might  reallocate  or  authorize  some 
money  from  there  to  the  7(a)  program  because  the  7(a)  program  is 
so  obviously  important  and  it  has  a  multiplier  effect  because  of  the 
way  the  money  is  used? 

Mr.  Lader.  Two  questions  I  am  hearing,  first  as  to  why  I  admin- 
istratively instituted  that  cap.  Let  me  just  ask  you  to  walk  in  my 
moccasins  for  a  bit  on  this.  I  have  discussed  this  with  Senator 
Snowe  beforehand  on  another  occasion. 

In  the  first  3  months  I  was  on  this  job,  we  averaged  $38  million 
a  day  in  7(a)  loan  approvals,  compared  to  $30  million  a  day  in  the 
comparable  period  in  the  previous  year.  Based  on  that  usage,  we 
were  going  to  be  running  out  of  our  guarantee  authority  by  mid- 
December  for  that  quarter  and  our  projection  was  by  early  summer 
we  would  have  used  up  our  loan  authority  for  the  entire  fiscal  year. 

The  choice  was  do  we  allocate  on  some  theoretical  notion  of 
which  companies  generate  the  most  jobs,  then  you  would  have 
economists  differing  as  to  that  theory.  Do  we  eliminate  real  estate 
loans?  That  raises  problems.  Do  we  eliminate  refinancings?  That 
has  its  problems. 

We  felt  the  best  solution,  other  than  coming  to  the  Congress  sim- 
ply hands  out  and  saying  we  need  more  guarantee  authority,  which 
we  did  not  think  that  was  appropriate  at  this  time,  was  to  say  let 
us  have  that  cap. 

At  the  same  time,  I  point  out  to  you,  the  loans  are  not  limited 
to  $500,000.  The  lender  can  make  a  much  larger  loan,  but  the 
guarantee  is  limited  to  that  amount  of  $500,000.  So  we  are  simply 
asking  our  banking  or  non-bank  lender  partners  to  step  up  to  a  big- 
ger piece  of  it.  In  addition  to  that,  for  export  loans — and  a  lot  of 
Connecticut  small  businesses  are  involved  in  exports  now — and  our 
504  real  estate  and  other  capital  asset  related  loans,  those  are  over 
$500,000.  In  addition  to  that,  the  banks  have  an  opportunity  to  pig- 
gyback, to  do  one  SBA  7(a)  loan  with  a  separate  loan  to  take  ad- 
vantage of  the  lower  one,  but  still  have  more  funds  available. 

So  we  believe  that  there  are  a  number  of  ways  that  this  has  not 
constrained  the  amount  of  capital  available  to  the  individual  bank, 
to  the  individual  borrower. 

The  second  point,  though,  as  to  the  reprogramming  or 
reallocation  from  other  programs.  Not  only  certainly  would  we 
come  back  and  discuss  that  with  you,  but  we  are  having  very  great 
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demand  problems  in  each  of  the  other  programs  as  well.  So  our 
challenge,  and  that  is  the  sum  of  the  numbers  I  was  going  through 
earlier,  is,  how  are  we  balancing  this  demand?  We  have  made  the 
policy  judgment  that  it  is  in  the  better  interest  of  the  American 
taxpayer  and  of  small  businesses  to  let  a  larger  percentage  of  the 
guarantee  pie  go  to  the  smaller  businesses  seeking  the  smaller 
loans. 

One  can  differ  with  that,  and  I  understand,  but  as  we  are  dealing 
with  a  limited  resource  allocation,  that  is  simply  the  way  we  have 
approached  it. 

Senator  LiEBERMAN.  That  is  a  thoughtful  answer.  I  am  glad  you 
looked  at  the  alternative  and  I  hope  you  will  continue  to  look  at 
it  because  of  the  extraordinary  demand  for  these  7(a)  loans.  In  my 
way  of  thinking,  it  is  one  of  the  best  expenditures  of  Federal  dol- 
lars that  we  make  because  of  the  tremendous  ripple  effect  of  this 
investment. 

Let  me  ask  you  about,  if  I  have  time,  I  have  two  questions  about 
the  small  business  investment  companies.  The  first  one  is  about 
the  specialized  small  business  investment  companies,  SSBICs, 
which  are  the  minority  SBICs.  Buried  within  the  1993  Budget  Act, 
controversial  as  it  was,  was  an  extraordinary  provision  which  I  was 
pleased  to  work  on  with  Congressman  Rangel  on  the  House  side — 
and  I  am  building  on  the  question  from  Senator  Warner  about  cap- 
ital gains — in  which  we  created  an  opportunity  for  people  to  invest 
in  the  SSBICs  and  essentially  defer  the  capital  gains  impact,  to  roll 
it  over,  which  we  thought  had  the  potential  to  use  the  tax  system 
to  bring  an  enormous,  we  hope,  money  into  constructive  uses  by 
these  businesses. 

I  am  curious  as  to  whether  you  have  any  idea  of  how  that  provi- 
sion has  worked?  I  have  not  had  any  reports  on  it.  If  you  do  not 
have  it  now,  I  just  welcome  a  response  in  writing. 

Mr.  Lader.  Senator  Lieberman,  I  would  like  to  ask  Bob  Stillman, 
who  came  to  us  from  Wall  Street,  one  of  the  gurus  of  the  venture 
capital  industry,  and  who  runs  this  program  for  us,  to  address  that. 
Bob? 

Mr.  Stillman.  Thank  you.  Senator.  Indeed,  that  so-called  roll- 
over tax  provision  was  one  of  the  most  creative  and  one  of  the  most 
exciting  dimensions  to  the  SBIC  program  that  has  come  in  in  a 
long  time,  and  we  have  been  frankly  very  disappointed  that  it  has 
not  yet  had  a  considerable  impact  on  the  program.  That  is  one  of 
the  aspects  that  a  new  advisory  council,  which  we  have  just  set  up 
for  the  SSBIC  program,  is  taking  a  hard  look  at  because  it  ought 
to  be  effective. 

Offhand,  the  reasons  why  we  believe  at  this  point  that  it  has  not 
yet  brought  a  lot  of  money  into  the  program  are  partly  that  there 
is  a  limit  of  $50,000  a  year  that  can  be  utilized  in  this  program  by 
any  individual.  That  is,  in  terms  of  funding  of  venture  capital  activ- 
ity, a  relatively  small  amount  of  money. 

Second,  there  are  no  publicly  traded  SSBICs,  so  investors  have 
been  reluctant  to  roll  the  proceeds  of  a  public  security  into  a  pri- 
vate investment. 

And  thirdly,  there  is  a  requirement  in  the  current  legislation 
that  a  decision  be  made  within  60  days  of  the  realization  of  the 
gain,  which  is  a  short  period  of  time.  It  means  that  typically  these 
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gains  are  realized  kind  of  without  much  prior  notice  and  then, 
within  that  short  of  a  period  of  time,  to  decide  to  invest  in  a  pri- 
vately owned  SSBIC  is  a  difficult  part. 

Senator  LlEBERMAN.  Do  I  take  it  my  time  is  up,  by  that  bright 
red  light?  Mr.  Chairman,  if  I  could  just  respond  to  that  very  briefly. 

I  appreciate  that  and  Senator  D'Amato  and  I  have  been  talking 
about  using  this  concept  as  a  potential  capital  gains  business  stim- 
ulating device,  it  for  a  much  broader  category  of  investments.  That 
is  why  I  am  interested  in  your  reaction.  Maybe  new  businesses, 
maybe  in  new  issues  of  stock  by  old  businesses,  that  they  would  be 
able  to  defer  any  capital  gain  that  they  otherwise  would  have  had 
to  pay. 

Mr.  Stillman.  That  could  be  enormously  effective. 

Senator  LlEBERMAN.  I  would  like  to  work  with  you  some  on  that 
afterwards.  Thank  you.  Thank  you,  Mr.  Chairman. 

Chairman  Bond.  Thank  you  very  much.  Senator  Lieberman. 

Senator  Snowe. 

Senator  Snowe.  Thank  you,  Mr.  Chairman.  I  want  to  welcome 
you,  Mr.  Lader.  It  is  good  to  see  you  again  and  I  appreciate  the  dis- 
cussion we  had  the  other  day  concerning  the  Small  Business  Ad- 
ministration's programs.  As  one  who  represents  a  very  small  busi- 
ness oriented  State,  I  can  assure  you  that  the  Small  Business  Ad- 
ministration's programs  play  a  very  critical  role.  In  fact,  we  have 
more  than  29,000  businesses  in  Maine  and  all  but  700  would  qual- 
ify as  small  businesses.  So  that  is  certainly  important  to  our  econ- 
omy. 

In  the  last  few  years — especially  with  the  economic  downturn 
that  was  particularly  severe  in  New  England — our  region  had  ex- 
treme difficulty  getting  access  to  capital.  That  is  still  a  primary 
problem,  as  you  noted  in  your  testimony.  But  it  was  especially  so 
during  that  period  of  time,  not  only  because  of  the  recession  but 
also  because  of  the  highly  regulated  environment  of  the  banks.  Of 
course,  the  banks  said  it  was  the  regulators  and  the  regulators  said 
it  was  the  banks,  and  we  went  through  this  for  several  years. 

But  nevertheless,  it  had  a  tremendous  impact  on  small  busi- 
nesses because  they  were  denied  capital.  In  a  few  instances  the 
SBA  did  develop  some  pilot  programs  to  respond  to  the  immediate 
problem,  but  what  programs  do  you  have  within  SBA  that  can 
focus  in  times  of  when  there  is  a  decline  in  the  economy?  Is  this 
something  that  needs  to  be  developed  or  is  it  something  that  SBA 
just  would  respond  during  times  in  which  it  happens? 

Mr.  Lader.  I  am  going  to  ask  Mary  Jean  Ryan  to  answer  specifi- 
cally, but  let  me  offer  this  first.  Part  of  the  genius  of  the  way  these 
programs  have  been  changed  in  the  last  few  years  is  essentially  to 
provide,  through  the  7,000  private  sector  partners,  the  lenders,  the 
flexibility  as  to  when  the  funds  are  dried  up  in  the  way  you  are 
referring  to,  the  SBA  guarantee  may  become  even  more  valuable. 

So  in  that  sense,  we  provide  a  sense  of  stability,  if  you  will,  to 
the  availability  of  capital  to  small  businesses  even  in  those  tougher 
times.  Not  necessarily  through  additional  dollars  but  the  fact  that 
at  least  that  level  is  going  to  be  there  when  other  funds  may  not. 

Mary  Jean  will  have  some  specifics. 

Ms.  Ryan.  A  couple  of  other  points.  It  seems  like  in  tough  times 
often  collateral  is  devalued  and  in  some  of  our  programs  we  are 
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willing,  if  the  business  has  a  good  cash  flow  track  record,  we  will 
take  a  little  more  collateral  risk  than  the  banks  would  be  able  to 
do,  and  so  we  can  ease  credit  that  way.  The  504  program  is  a  good 
example  of  that. 

Another  example  is  something  that  we  have  done  with  the  fish- 
ing industry  in  a  time  of  downturn,  where  a  lot  of  individual  fisher- 
men need  some  immediate  relief.  So  again,  where  we  can  work 
with  their  lender  and  develop  a  plan  of  repayment  we  can,  if  the 
lender  is  willing,  we  can  extend  very  favorable  terms  for  refinanc- 
ing some  of  their  debt  to  give  them  some  breathing  room. 

We  do  get  in  these  situations  where  it  is  in  our  interest  to  try 
to  figure  out  a  way  to  give  them  that  time,  since  you  know  the  in- 
dustry is  going  to  come  back. 

Another  big  challenge  is  obviously  with  defense  conversion  and 
we  are  working  on  that  quite  a  bit,  to  try  to  figure  out  ways  that 
we  can  provide  capital  to  companies  that  are  restructuring.  They 
are  challenging  deals  to  work  on,  because  they  are  trying  to  find 
new  markets,  but  we  also  can  bring  our  technical  assistance  pro- 
grams in. 

One  final  point,  also  in  times  of  economic  downturn,  a  lot  of  peo- 
ple leave  the  big  companies  and  go  start  their  own  businesses.  Our 
new  Low  Doc  program  is  helping  a  lot  of  people  start  businesses 
and  our  Micro  Loan  program  is  helping  a  lot  of  people  start  busi- 
nesses. So  there  are  tools  and  I  would  be  happy  to  talk  to  you  more 
about  that. 

Senator  Snowe.  Do  you  see  any  improvement  in  terms  of  access 
to  capital?  At  least  in  my  conversation  with  small  businesses,  it 
really  has  not  been  the  case.  In  fact,  as  somebody  said,  it  used  to 
be  that  banks  would  loan  on  the  basis  of  cash,  character  and  collat- 
eral. Now  it  is  cash,  cash  and  cash.  I  think  that  is  essentially  true, 
but  do  you  see  any  improvement  at  all  in  terms  of  businesses  hav- 
ing access  to  capital?  What  would  they  do  without  SBA,  for  exam- 
ple? 

Ms.  Ryan.  Our  input  is  it  just  remains  a  huge  challenge. 

Senator  Snowe.  So  it  is  not  getting  any  better? 

Mr.  Lader.  The  cash  crunch,  the  capital  crunch,  perhaps  has  im- 
proved. But  it  is  still  virtually  impossible  for  small  businesses  to 
get  the  kinds  of  terms  necessary,  the  duration  of  the  term,  in  con- 
ventional ways.  So  it  is  not  simply  whether  the  amount  of  funds 
are  available,  one  has  to  also  look  at  what  are  the  terms  available. 

In  the  504  program,  even  though  the  funds  might  be  available, 
if  that  is  going  to  be  using  up  working  capital  and  you  cannot  get 
it  for  sufficient  length  or  maturity,  it  is  not  serving  your  purpose. 
Those  are  some  of  the  complicated  ways  in  which  SBA's  loan  pro- 
grams serve  even  at  times  when  you  may  get  a  sense  that  cash  is 
flush.  I  am  not  suggesting  that  it  is  today,  for  small  businesses. 

The  final  point,  the  demand  still  far  outstrips  the  supply.  The 
number  of  new  small  businesses,  the  startups,  the  downsizing  of 
large  companies  is  giving  rise  to  increased  demand  and  a  very  high 
degree  of  the  new  jobs  generated  in  this  country  are  coming  from 
the  smallest  firms,  employing  zero  to  four  employees.  They  are  the 
ones  having  very  great  difficulty  in  getting  capital. 

Senator  Snowe.  One  final  question.  You  said  in  your  testimony 
that  you  provided,  education  and  training  assistance  to  more  than 
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800,000  small  businesses  in  1994.  Have  you  looked  at  the  track 
record  of  that  program  in  terms  of,  one,  how  does  it  compare  with 
the  private  sector  programs,  and,  two,  how  many  businesses  are 
currently  existing  as  a  result  of  the  assistance  that  was  provided 
by  SBA  through  this  counseling  program? 

Mr.  Lader.  Senator,  we  have  some  data  on  that  and  we  will 
share  it  with  you  promptly,  but  in  the  more  general  sense,  Mr. 
Chairman,  this  is  something  that  I  look  forward  to  working  on  with 
you  and  members  of  this  committee,  thinking  of  new  ways  that  we 
perhaps  can,  as  again  not  being  satisfied  with  something  even  that 
seems  to  be  working  well.  The  800,000  is  just  the  SBDCs  and  you 
have  got  the  SCORE  program  and  the  others. 

We  would  like  to  explore  with  you  some  other  ways  that  perhaps 
there  could  be  more  competition  to  provide  that  kind  of  service,  to 
make  sure  that  in  one  community  the  provider  may  be  not  as  apt 
as  another  community,  and  that  is  the  sort  of  revision  we  want  to 
continue  doing,  to  have  a  better  impact  in  our  training  work. 

[In  further  response,  SBA  submitted  the  following:] 

Response.  Although  there  are  many  facets  to  the  SBA's  education  and  training 
component,  the  primary  tools  used  by  SBA  to  provide  education  and  training  assist- 
ance are  networks  of  Small  Business  Development  Centers  (SBDCs)  and  the  Service 
Corps  of  Retired  Executives  (SCORE)  Chapters. 

■     SMALL  BUSINESS  DEVELOPMENT  CENTERS  (SBDCS) 

Between  FY  1991  and  FY  1994,  the  SBDCs  counseled  and  trained  over  2.2  million 
pre-venture  and  existing  small  businesses.  A  recent  economic  impact  study '  of  the 
small  business  clients  counseled  by  SBDCs  in  1992  showed  that  in  1993,  after  coun- 
seling: (a)  SBDC  clients  had  significantly  higher  sales  growth  rates  in  1993  in  com- 
parison to  the  average  U.S.  business  (13.29  percent  vs  5.79  percent);  (b)  an  esti- 
mated $3.7  billion  in  additional  sales  was  generated  by  these  small  businesses  in 
1993;  (c)  SBDC  clients  with  existing  businesses  showed  a  significantly  higher  em- 
plojonent  growth  rate  in  1993  in  comparison  to  the  average  U.S.  businesses  (12.08 
percent  vs  2.60  percent);  (d)  SBDCs  clients  counseled  in  1992  created  68,500  new 
jobs;  and,  (e)  clients  counseled  by  SBDCs  generated  tax  revenues  of  over  $290  mil- 
lion in  the  year  following  counseling. 

The  SBDCs  are  public/private  partnerships  with  state,  local,  and  private  funds 
matching  the  Federal  support  for  the  program.  There  are  56  individual  networks  lo- 
cated in  each  of  the  50  states,  the  District  of  Columbia,  Puerto  Rico  and  the  Virgin 
Islands.  Business  development  assistance  offered  throughout  the  SBDC  network  is 
tailored  to  the  local  community  and  the  needs  of  the  individual  clients.  These  net- 
works are  located  mainly  on  college  and  university  campuses  and  comprise  more 
than  900  service  delivery  centers. 

SERVICE  CORPS  OF  RETIRED  EXECUTIVES  (SCORE) 

SCORE  counseled  and  trained  over  1.1  million  clients  between  FY  1991  and  1994. 
SCORE  is  a  small  business  education  and  training  program  sponsored  by  the  SBA 
that  matches  volunteer  retired  executives  with  small  businesses  that  need  expert 
advice.  Volunteers,  whose  collective  experience  spans  the  fiill  range  of  American  en- 
terprise, share  their  management  and  technical  expertise  with  present  and  prospec- 
tive owners/managers  of  small  businesses.  There  are  nearly  400  SCORE  Chapters, 
with  13,000  members  located  throughout  the  United  States.  Their  services  are  deliv- 
ered through  the  SBA  offices  and  also  at  locations  convenient  to  clients. 

While  the  SCORE  chapters  also  provide  counseling  assistance  to  existing  small 
businesses  companies,  the  vast  majority  of  the  counseling  is  for  start-up  firms. 


^  The  Economic  Impact  of  Small  Business  Development  Centers  Consulting  Activities  in  the 
United  States:  1992-1993,  James  J.  Chrisman,  New  Venture  Development  Faculty  of  Manage- 
ment, University  of  Calgary. 
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women's  demonstration  programs 

From  the  summer  of  1989  through  the  end  FY  1993,  over  22,262  women  were 
served  by  the  Demonstration  sites.  At  least  776  new  businesses,  employing  1,114, 
were  formed  as  a  direct  result.  In  addition  1,305  employees  or  contractors  were 
added  to  existing  businesses. 

These  programs  are  designed  to  meet  the  specific  and  unique  needs  of  potential 
and  existing  women  business  owners  and  specifically  target  socially  and  economi- 
cally disadvantaged  women.  They  are  funded  by  SBA  funds  and  matching  funds 
raised  by  the  sites. 

business  information  centers  (BICS) 

BICs  provides  a  one-stop  location  where  current  and  future  small  business  owners 
can  receive  assistance  and  advice.  BICs  combine  the  latest  computer  technology, 
hardware  and  software,  and  an  extensive  business  library  of  hard  copy  resources. 

The  SBA  also  uses  BICs  to  introduce  and  complement  new  information,  education 
and  training  initiatives.  An  example  of  this  is  the  use  of  BICs  as  a  place  to  educate 
business  owners  about  electronic  commerce/electronic  data  interchange  (EC/EDI). 
EC/EDI  simulation  software  is  installed  in  the  BICs.  This  hands-on  training  oppor- 
tunity will  serve  as  a  convenient,  efficient  learning  tool  for  thousands  of  business 
owners.  It  will  also  provide  the  SBA  with  feedback  on  how  the  government's  move 
to  EC/EDI  in  procurement  will  work  for  small  business. 

Over  82,000  small  business  customers  have  used  the  thirteen  existing  BICs  since 
they  have  been  open.  The  BICs  are  a  public/private  partnership  made  possible  by 
$1.4  million  appropriated  by  Congress  and  the  many  local  and  national  partners 
who  contribute  financially  and  otherwise  to  the  establishment  and  operation  of  the 
centers. 

ONE  STOP  CAPITAL  SHOPS 

As  a  result  of  the  Budget  Reconciliation  Act  of  1993,  the  Administration's 
Empowerment  Zone/Enterprise  Community  initiative  was  established.  The  SBA's 
contribution  to  this  multi-agency  effort  is  the  establishment  of  One  Stop  Capital 
Shops  (OSCS).  The  purpose  of  these  shops  is  to  bring  the  SBA's  business  education 
and  financing  resources  together  with  other  federal,  state,  local  and  private  sector 
resources.  They  also  will  serve  as  a  demonstration  project  for  a  new  coordinated  ap- 
proach for  delivery  of  the  SBA's  full  product  line. 

While  other  agencies  will  provide  services  to  meet  the  needs  of  these  economically 
distressed  communities  such  as  housing,  public  safety  and  social  services,  the  SBA 
will  provide  the  tools  for  sustained  economic  development  and  growth.  These  areas 
have  been  underserved  in  the  past  by  the  SBA  as  well  as  other  government  entities 
and  the  private  sector. 

7g)  PROGRAMS 

The  7(j)  program  provides  management  and  technical  assistance  to  individuals  or 
businesses  eligible  for  assistance  under  Section  7(a)(ll),  7(j)(10),  and  8(a)  of  the 
Small  Business  Act.  Section  7(a)(ll)  specifies  that  emphasis  be  placed  on  firms  lo- 
cated in  urban  or  rurad  areas  with  high  proportions  of  unemployed  or  low-income 
individuals  or  owned  by  low-income  individuals. 

Response.  The  SBA's  assistance  provides  the  same  high  quality  expertise  as  the 
private  sector  provides  but: 

to  small  businesses  (start-ups  and  pre-venture)  that  might  not  otherwise  have 
access  to  such  services; 

at  no  or  minimal  cost  which  is  often  needed  by  pre-venture  and  start-ups;  and 
in  locations  (rural  areas  and  inner  cities)  that  are  underserved  by  private  sec- 
tor services. 
In  addition,  the  SBA's  business  and  education  assistance  programs  are  a  public/ 
private  partnership.  These  programs  leverage  and  complement  what  exists  in  the 
private  sector,  both  for  profit  and  nonprofit,  as  well  as  that  which  is  provided  by 
state  and  local  governments. 

A  good  example  of  these  partnerships  is  provided  by  the  way  SBDC's  and  the  pri- 
vate sector  work  together: 

SBDC's  must  match  funds  provided  by  the  SBA. 

Private  sector  experts  provide  much  of  the  instruction  in  training  workshops 
and  seminars  on  a  voluntary  basis.  These  workshops,  which  are  normally  fo- 
cused on  a  specific  problem,  provide  a  forum  for  the  private  consultant  to  dem- 
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onstrate  his  expertise  and  often  leads  to  follow  on  assistance  being  provided  by 
the  private  consultant. 

SBDCs  often  hire  private  sector  consultants  to  assist  them  in  specific  counsel- 
ing cases  where  more  technical  expertise  is  required. 

SBDCs  are  required  to  maintain  inventories  of  private  sector  consultants  in 
their  geographic  area  along  with  their  specific  areas  of  expertise.  SBDCs  are  en- 
couraged to  refer  clients  to  the  private  sector  consultants  when,  in  their  opinion, 
the  client  has  reached  the  stage  in  business  development  where  the  client  has 
the  financial  resources  to  pay  for  private  sector  consultants. 
Also,  the  Women's  Demonstration  project  is  the  only  national,  federally  funded 
program  that  has  as  its  goal  the  design  of  programs  that  meet  the  specific  and 
unique  needs  of  women  business  owners  and  potential  owners.  Neither  the  private 
sector,  nor  any  other  Federsd  agency,  have  satisfactorily  addressed  the  needs  of  this 
segment  of  the  population. 

Chairman  BOND.  Thank  you  very  much,  Senator  Snowe. 

In  just  the  few  minutes  we  have  left,  I  think,  Mr.  Lader,  there 
was  a  chart  that  went  by  rather  quickly  right  at  the  first  that 
showed  the  liquidation,  about  the  second  or  third  chart.  I  would 
like  to  go  into  this,  this  is  past  due — would  you  explain  that  chart 
to  me  again? 

Mr.  Lader.  Yes,  this  gets  to  be  the  epistemology  of  loan  servicing 
and  collections.  If  you  look  at  the  7(a)  loan  program,  here  you  see 
how  89.6  percent  or  90  percent  of  the  monthly  loan  payments  are 
current.  The  monthly  payment  is  being  made  within  30  days  of  the 
due  date,  so  that  is  a  totally  satisfactory  element. 

Then  past  due  might  be  31  days  late,  so  it  is  not  a  really  trouble- 
some problem  but  it  should  get  our  attention  and  that  is  an  addi- 
tional 1.6  percent.  Then  if  you  go  out  beyond  90  days,  there  is  a 
delinquency,  another  category,  that  is  another  1.6  percent  of  the 
total  portfolio. 

Then  if  you  are  saying  that  the  loans  simply  are  not  being  repaid 
by  the  businesses,  it  goes  into  liquidation.  And  6.6  percent  of  the 
total  portfolio  is  in  liquidation.  However,  just  as  commercial  banks, 
that  is  not  your  loss  because  as  you  liquidate  you  have  a  recovery. 
You  have  assets  to  sell,  you  get  money  back. 

So  the  1.3  percent,  the  loss  that  I  was  referring  to,  is  the  actual 
out-of-pocket  loss  on  this  portfolio,  though  you  are  correct  in  saying 
that  between  the  90  percent  where  the  payments  are  being  made 
currently  or  within  30  days  of  the  due  date,  to  the  1.3  percent  that 
is  a  real  loss,  there  are  various  stages  of  delinquency  and  liquida- 
tion. 

I  hope  that  helps  explain  it. 

Chairman  BOND.  I  am  having  a  little  trouble  with  that,  just  see- 
ing it.  The  numbers  are  3.2,  6.6  and  0.5? 

Mr.  Lader.  That  is  right. 

Chairman  Bond.  That  comes  out  about  10  percent.  On  the  liq- 
uidation, what  is  the  length  of  time  that  you  have  those  assets  in 
liquidation?  How  long  does  it  take  to  dispose  of  those  assets? 

Mr.  Lader.  Let  me  ask  Mary  Jean  to  refer  to  that. 

Ms.  Ryan.  We  will  get  you  an  exact  average,  but  the  liquidation 
is  pretty  dynamic  because  it  depends  on  the  type  of  asset  that  we 
take  possession  of.  Generally,  either  the  lender  or  SBA,  whichever 
is  liquidating  the  collateral,  disposes  of  business  assets  very  quick- 
ly. Recovery  is  approximately  63  percent  of  what  we  liquidate. 

Chairman  Bond.  So  you  are  losing  roughly  37  percent  on  the  liq- 
uidation? 
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Ms.  Ryan.  That  is  right.  And  that  goes  back  to  the  1.3  percent 
ultimate  loss  rate,  dollars  that  we  cannot  recover  after  we  have 
done  everjrthing  we  can  do. 

Chairman  Bond.  I  was  just  interested  in  that  figure  because 
with  the  loss  rate  very  low,  and  that  figure  in  liquidation,  it  still 
looks  like  it  is  taking  some  time  to  get  that  out  of  the  portfolio. 
Does  that  reflect  an  infamous  ski  resort?  Is  that  still  in  liquidation 
or  did  you 

Ms.  Ryan.  The  ski  resort  has  been  sold. 

I  would  say,  though,  when  you  look  at,  and  again  we  can  give 
you  the  exact  numbers,  but  when  you  look  at  the  trend  of  the  num- 
bers, the  dollars  in  liquidation  are  going  down,  even  though  our 
portfolio  is  going  up  and  that  is  a  good  sign. 

Mr.  Lader.  Two  points,  Mr.  Chairman,  if  I  might.  Again,  if  you 
look  at  the  dollar  amount  in  liquidation  the  dollar  amount  there  is 
$1.2  billion  against  a  total  portfolio  of  $23  billion,  so  put  that  in 
that  context. 

Another  point  is  when  you  look  at  staffing  levels  at  SBA,  what- 
ever would  happen  with  the  7(a)  program  there  is  an  existing  port- 
folio. And  if  you  were  going  to,  let  us  say  end  SBA,  what  do  you 
do  with  that  portfolio?  You  could  sell  it.  You  would  sell  it  as  a  dis- 
count. Is  that  what  the  taxpayers  want? 

If  you  keep  that,  whether  it  is  at  SBA  or  somewhere  else,  that 
portfolio  has  to  be  serviced.  And  so  to  get  the  recovery  from  liquida- 
tion, to  make  sure  payments  are  made  and  two-thirds  of  all  of  our 
employees,  two-thirds  of  our  salary  and  expenses  goes  towards  the 
financing  program.  That  is  what  we  spend  a  lot  of  time  doing. 

Chairman  Bond.  I  think  this  is  one  area  that  we  may  take  a  look 
with  you  at  some  alternatives  to  find  out  whether  there  are  better 
ways  to  do  it.  I  wonder  if  the  lower  level  of  loans  on  the  7(a)  pro- 
gram might  limit  some  of  the  investments  which  are  more  difficult 
to  liquidate.  Will  there  be  an  impact  from  the  kinds  of  loans  from 
the  lowering  of  the  limit? 

Mr.  Lader.  Three  quick  responses.  The  pilot  program  that  was 
done  on  the  LowDoc,  for  example,  to  simplify  the  procedures  on  the 
under  $100,000  loans,  demonstrated  that  the  loss  rate  on  that  is 
virtually  not  any  different  from  the  overall  portfolio. 

Secondly,  common  sense  says  to  put  your  eggs  in  as  many  bas- 
kets as  possible,  not  to  put  them  all  in  one.  So  in  some  ways,  you 
could  argue  that  by  having  more  loans,  smaller  loans,  and  diversi- 
fying the  portfolio,  actually  it  improves  the  risk  as  opposed  to 
makes  it  riskier. 

The  final  point  is  you  are  correct  in  saying  perhaps  some  of  the 
smaller  loans  recovery  would  be  more  difficult  if  it  is  harder  to  get 
to  whatever  the  assets  might  be  you  can  get  to.  That  is  something 
we  will  have  to  look  at  together  and  see  how  it  is  working  out  as 
we  move  forward  with  more  of  these  $100,000  and  lower  loans. 

[In  further  response,  SBA  submitted  the  following:] 

Response.  Delinquent  accounts  of  the  SBA  are  placed  in  liquidation  only  after  all 
reasonable  efforts  have  been  piirsued  to  get  the  loan  back  into  a  paying  status.  Liq- 
uidation accounts  are  written  off  after  a  thorough  pursuit  of  all  potential  sources 
of  recovery  is  completed. 

Typical  procedures  followed  in  the  liquidation  and  write-off  process  include: 
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Analysis  of  the  financial  condition  of  the  borrower  to  see  if  workout  efforts 
to  cure  the  delinquency  would  be  possible;  if  not,  a  liquidation  plan  is  prepared 
and  put  into  effect. 

Loan  collaterad  is  reviewed,  inspected  and  value  determined;  environmental 
issues  are  addressed  if  the  possibility  of  hazardous  waste  exists;  outstanding 
liens  are  identified. 

Business  collateral  is  foreclosed  upon  and  sold,  and  proceeds  are  applied 
against  the  loan  account. 

Collateral  securing  loan  guaranties  is  liquidated  and  proceeds  are  applied 
against  the  account. 

Direct  obligors  and  guarantors  are  pursued  if  an  unpaid  balance  remains  on 
the  loan. 

If  obligors  cannot  pay  in  full,  compromise  proposals  are  considered  if  the 
amount  offered  would  approximate  the  amount  available  through  enforced  col- 
lection. 

Litigation  is  pursued  against  uncooperative  obligors  and/or  guarantors. 
If  further  collection  would  not  be  cost-effective,  the  account  is  written  off;  this 
is  an  internal  administrative  action  and  does  not  prevent  further  collection  ef- 
forts by  the  SBA  unless  there  has  been  a  discharge  in  bankruptcy  or  the  action 
would  be  barred  by  the  applicable  statute  of  limitations. 

Even  after  accounts  are  written  off,  the  SBA  still  obtains  significant  collec- 
tions. Collection  processes  used  by  the  SBA  after  write-off  are: 
Referral  to  the  IRS  for  tax  refund  offset. 

Referral  to  collection  agencies.  Under  the  government-wide  contracts  ad- 
ministered by  GSA,  accounts  are  referred  to  two  different  contractors  for 
first  and  second  stage  collection  efforts. 

Federal  salary  offset  is  used  if  the  obligor  is  a  federal  employee  or  retiree 
(civilian  or  military). 

Information  on  the  loan  is  retained  in  the  SBA's  systems  and  is  referred 
to  a  government-wide  database  of  delinquent  obligors  which  is  accessed  by 
federal  credit  agencies  to  screen  persons  who  apply  for  financial  assistance. 
The  last  step  is  for  the  unpaid  balances  on  debtors'  accounts  to  be  re- 
ferred to  the  IRS  and  therefore  may  be  treated  as  income  to  the  borrower 
against  which  taxes  may  be  owed. 

TIME  IN  LIQUIDATION 

The  average  time  an  account  is  in  liquidation  is  from  eighteen  months  to  two 
years  if  bankruptcy  is  not  involved;  of  this  time  period,  just  over  a  year  on  average 
is  required  for  litigation  procedures,  including  foreclosures.  If  a  bankruptcy  proceed- 
ing is  involved,  the  average  time  in  liquidation  increases  to  three  to  four  years. 

The  length  of  time  an  account  is  in  liquidation  is  dependent  upon  many  factors 
such  as  the  existence  of  hazardous  waste  substances  affecting  loan  collateral,  the 
type  and  nature  of  required  litigation,  cooperation  of  the  borrower  and  the  nature 
of  assets  to  be  liquidated.  If  a  personal  residence  is  involved,  the  SBA  may  elect 
not  to  foreclose  but  instead  to  retain  its  lien  position  for  recovery  when  the  home 
is  transferred. 

AGENCY  PERSONNEL  ENGAGED  IN  LIQUIDATION  PROCESSES 

The  SBA  has  approximately  500  full-time  professional  employees  involved  in  loan 
servicing  and  liquidation  in  its  field  offices  for  all  of  its  loans.  As  of  January  31, 
1995,  these  employees  were  responsible  for  servicing  approximately  403,000.  De- 
pending on  local  economic  conditions  and  workload  factors,  these  employees  may  be 
involved  in  either  loan  servicing,  loan  liquidation  or  litigation  support  activities. 

In  addition,  the  Office  of  SBIC  Liquidation  in  Central  Office  has  17  professional 
employees  involved  in  the  administration  and  liquidation  of  SBIC  acquired  assets. 
The  SBA  is  currently  managing  72  companies  that  are  in  receiverships. 

RECOVERIES 

On  loans  whose  guaranteed  portions  are  purchased  by  the  SBA,  the  Agency  esti- 
mates recoveries  will  approximate  60  to  65  percent  of  the  amounts  purchased. 

Chairman  BOND.  To  finish  up,  let  me  turn  and  see  if  Senator 
Lieberman  has  one  final  question? 

Senator  LlEBERMAN.  That  is  exactly  the  number  I  have.  Thank 
you,  Mr.  Chairman.  I  appreciate  the  opportunity. 
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Mr.  Lader,  the  Small  Business  Investment  Company,  SBIC  pro- 
gram, not  the  specialized  small  business,  seems  to  be  under  some 
challenge  or  siege.  I  believe  one  of  the  rescission  bills  in  the  House 
may  already  have  rescinded  money  for  the  program. 

I  am  no  expert  on  the  program  but  I  observe  that  it  has  had 
some  success  stories  in  Connecticut  which  I  am  aware  of,  where  the 
SBICs  have  been  able  to  put  together  the  Government  funding,  pri- 
vate funding,  make  venture  capital  available  to  small  businesses 
that  were  not  able  to  get  it  otherwise.  Those  businesses  have  taken 
off,  the  SBIC  made  money,  and  ultimately  the  Connecticut  small 
business  went  public  and  they  are  creating  a  lot  of  jobs  and  wealth 
and  all  the  rest  that  we  want  to  see  happen. 

Is  SBA  prepared  to  defend  this  program  if  it  does  come  under  at- 
tack in  this  session  of  Congress?  Do  you  think  it  is  worth  it? 

Mr.  Lader.  Very  much  so.  There  are  some  wonderful  success  sto- 
ries, not  just  the  Intel  and  Apple  and  Federal  Express  to  which  I 
referred,  but  America  Online  and  Winnebago,  and  I  can  keep  going 
on  over  a  long  list.  We  are  very  open,  though,  and,  Mr.  Chairman, 
I  want  to  emphasize  this.  We  are  very  open  to  discussing  every  as- 
pect of  SBA's  programs  and  how  we  can  do  them  better. 

There  have  been  theories  of  how  we  could  privatize  the  SBIC 
program.  We  look  forward  to  working  with  your  staff  and  working 
with  you  directly.  If  this  can  be  done  without  losing  the  very  impor- 
tant work  done  in  accomplishing  the  objective  of  providing  patient 
capital  for  small  startup  growth  companies,  we  are  open  to  that. 
But  let  us  not  throw  a  hand  grenade  to  destroy  a  program  that  is 
providing  real  benefit  to  American  businesses  and  generating  taxes 
and  employment  until  we  are  sure  that  there  is  an  alternative  that 
is  going  to  work  as  well. 

We  look  forward  to  working  with  you  on  that. 

Senator  Lieberman.  That  is  just  the  right  tone.  I  thank  you  for 
it. 

Chairman  Bond.  Excellent  question.  I  have  been  handed  by  staff 
a  question  on  the  impact  of  environmental  liability.  We  have  run 
into  a  lot  of  concerns  expressed  that  the  Superfund  cleanup  pro- 
gram, the  leaking  underground  storage  tank  program,  really  have 
inhibited  lending  by  private  lenders  in  the  so-called  "brownfield" 
areas,  something  that  Administrator  Browner  addressed  recently. 

Does  the  potential  for  Superfund  liability  or  leaking  underground 
storage  tank  liability  inhibit  SBA's  ability  to  guarantee  loans  in 
urban  areas?  How  do  you  handle  those  problems? 

Mr.  Lader.  Mr.  Chairman,  let  us  provide  some  specific  examples 
and  also  a  policy  response  to  you  in  writing  for  the  record,  if  we 
might.  But  let  me  point  out  that  I  have  been,  on  about  an  every- 
other-week  basis,  talking  with  or  meeting  with  Administrator 
Browner  on  issues  of  this  nature,  of  how  small  businesses  are  im- 
pacted by  the  work  of  EPA.  Let  us  get  you  a  very  specific  response 
to  that  if  we  can,  but  please  be  assured  we  are  working  very  hard 
with  EPA  and  want  to  join  with  you  in  those  efforts. 

[In  further  response,  SBA  submitted  the  following:] 

Response.  The  potential  liability  for  environmental  contamination  stemming  from 
the  operations  of  many  small  businesses  under  the  Comprehensive  Environmental 
Response  and  Compensation  Act  ("Superfund")  and  for  leaking  underground  storage 
tanks  under  the  Resource  Conservation  and  Recovery  Act,  has  significantly  inhib- 
ited the  SBA's  ability  to  guairantee  loans  generally,  including  those  made  in  urban 
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areas.  Under  these  statutes,  the  SBA  may  incur  liability  either  as  an  "owner"  of 
property,  which  the  Agency  has  acquired  through  foreclosure,  or  as  an  "operator," 
when  the  Agency  or  its  participating  lender  becomes  too  deeply  enmeshed  in  a  bor- 
rower's management.  In  addition,  existing  contamination  on  business  property  or 
the  cost  of  cleaning  or  avoiding  such  contamination  must  be  taken  into  account 
when  the  SBA  evaluates  the  financial  condition  of  a  company  that  has  applied  for 
financial  assistance.  This  is  because  the  Small  Business  Act  mandates  that  "[a]ll 
loans  .  .  .  shall  be  of  such  sound  value  or  so  secured  as  reasonably  to  assure  repay- 
ment." 15  U.S.C.  §  636(a)(6). 

The  SBA  has  adopted  a  number  of  precautionary  measures  to  avoid  potential  en- 
vironmental liability  in  providing  financial  assistance  and  in  undertaking  loan  liq- 
uidation efforts.  Loan  applicants  identified  by  EPA  as  being  within  a  "frequently 
polluting  industry"  category,  are  subject  to  an  environmental  assessment  by  means 
of  an  environmental  questionnaire,  and  if  merited,  a  Phase  1  audit  and/or  a  Phase 
II  environmental  audit,  which  involves  actual  sample  testing.  In  addition,  property 
taken  as  loan  collateral  must  be  free  of  contamination  before  financial  assistance 
will  be  provided. 

One  category  of  loan  requests,  those  to  service  stations,  has  been  particularly 
hampered  by  the  potential  for  environmental  liability.  For  example,  a  number  of  the 
major  oil  companies  presently  are  seeking  to  sell  their  service  stations  (many  of 
which  are  contaminated)  to  their  tenants  and  many  of  these  tenants  are  having  dif- 
ficulty finding  financing  for  the  purchase  of  the  service  facility.  Unfortunately,  the 
SBA,  as  the  lender  of  last  resort,  has  had  to  turn  down  a  number  of  requests  for 
guaranteed  financing  because  we  have  been  unable  to  get  adequate  assurances  from 
the  oil  companies  that  they  will  indemnify  the  SBA  for  the  removal  of  contamina- 
tion from  these  properties  should  the  borrower  default. 

After  a  default  occurs  on  a  loan,  SBA  personnel  undertaking  liquidation  efforts 
are  admonished  not  to  take  possession  of  the  property  or  become  involved  in  its  op- 
erations prior  to  the  completion  of  an  environmental  audit.  As  a  result  of  these  au- 
dits, the  SBA  has  abandoned  several  hundred  parcels  of  property,  rather  than  risk 
incurring  liability  for  environmental  cleanup  that  may  far  outweigh  the  potential  for 
any  recovery  from  the  collateral. 

Chairman  Bond.  Mr.  Lader,  I  thank  you  very  much,  Ms.  Ryan, 
Ms.  Forbes.  Senator  Snowe  and  Senator  Lieberman,  thank  you. 
The  meeting  is  adjourned.  Thank  you. 

[Whereupon,  at  11:36  a.m.,  the  Committee  was  adjourned.] 
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SENATE  SMALL  BUSINESS  COMMITTEE 
HEARING  ON  FEBRUARY  10,  1995 

RESPONSES  TO  QUESTIONS  ASKED  AT  THE  HEARING 


1 .         SENATOR  BOND 

A.        Can  you  provide  me  with  the  number  of  loans  in  the  GreenLine 
program  for  FY  1994  and  1995? 

Response:    As  I  noted  in  my  testimony,  we  are  in  the  process  of  malting 
changes  to  GreenLine  to  improve  the  program.    GreenLine  presently  includes  asset- 
based  revolving  lines  of  credit  to  finance  inventory  and  receivables;  contract  loans 
which  is  upfront  money  for  signed  contracts;  seasonal  loans  which  assist  in  build- 
up for  seasonal  inventory  and  receivables  such  as  toy  companies;  and  loans  for 
builders  to  provide  funds  to  build  and  renovate  residential  or  commercial  structures. 
In  addition,  there  are  two  pilot  programs  that  are  predecessors  to  the  asset-based 
Greenline.    These  pilots  are  being  phased  out. 

The  following  represents  the  loan  approval  numbers  (#)  for  the  various 
programs  for  all  of  FY  1994  and  the  first  3  months  of  FY  1995: 


Seasonal 

Contract 

Builders 

Pilot  Domestic 
Revolving  Line  of  Credit 

Pilot  GreenLine 

Asset-based 
GreenLine 

TOTAL  1,584  234 


FY  1994 

IstQtr  FY  1995 

202 

21 

325 

89 

31 

11 

416 

28 

605 

54 

5 

31 

90-716  -  95  -  3 
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B.    What  percent  of  businesses  received  disaster  loans?   What  percent  of 
homeowners  received  disaster  loans? 

Response:    In  FY  1994,  125,861  disaster  loans  were  approved.    Of  these, 
78.8  percent  were  to  homeowners  and  21.1  percent  were  to  businesses.    The 
dollar  amount  of  those  approved  loans  were  $4,159  billion.    Of  this,  59  percent 
were  to  homeowners  and  41  percent  to  businesses. 

Since  the  inception  of  the  program  in  1953,  1.277,876  loans  have  been 
approved.    Of  these,  77.3  percent  were  to  homeowners  and  22.7  percent  were  to 
businesses.    The  dollar  amount  of  these  approved  loans  was  $22,568  billion.    Of 
this,  40.2  percent  was  to  homeowners  and  59.8  percent  to  businesses. 

C.         Please  provide  a  full  explanation  of  the  liquidation  process  —  recovery, 
length  of  time,  etc. 

Response:    Delinquent  accounts  of  the  SBA  are  placed  in  liquidation  only 
after  all  reasonable  efforts  have  been  pursued  to  get  the  loan  back  into  a  paying 
status.    Liquidation  accounts  are  written  off  after  a  thorough  pursuit  of  all  potential 
sources  of  recovery  is  completed. 

Typical  procedures  followed  in  the  liquidation  and  write-off  process  include: 

•  Analysis  of  the  financial  condition  of  the  borrower  to  see  if  workout 
efforts  to  cure  the  delinquency  would  be  possible;  if  not,  a  liquidation 
plan  is  prepared  and  put  into  effect. 

•  Loan  collateral  is  reviewed,  inspected  and  value  determined; 
environmental  issues  are  addressed  if  the  possibility  of  hazardous 
waste  exists;  outstanding  liens  are  identified. 

•  Business  collateral  is  foreclosed  upon  and  sold,  and  proceeds  are 
applied  against  the  loan  account. 

•  Collateral  securing  loan  guaranties  is  liquidated  and  proceeds  are 
applied  against  the  account. 

•  Direct  obligors  and  guarantors  are  pursued  if  an  unpaid  balance 
remains  on  the  loan. 

•  If  obligors  cannot  pay  in  full,  compromise  proposals  are  considered  if 
the  amount  offered  would  approximate  the  amount  available  through 
enforced  collection. 
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•  Litigation  is  pursued  against  uncooperative  obligors  and/or  guarantors. 

•  If  further  collection  would  not  be  cost-effective,  the  account  is  written 
off;  this  is  an  internal  administrative  action  and  does  not  prevent 
further  collection  efforts  by  the  SBA  unless  there  has  been  a  discharge 
in  bankruptcy  or  the  action  would  be  barred  by  the  applicable  statute 
of  limitations. 

•  Even  after  accounts  are  written  off,  the  SBA  still  obtains  significant 
collections.    Collection  processes  used  by  the  SBA  after  write-off  are: 

Referral  to  the  IRS  for  tax  refund  offset. 

Referral  to  collection  agencies.    Under  the  government-wide 
contracts  administered  by  GSA,  accounts  are  referred  to  two 
different  contractors  for  first  and  second  stage  collection 
efforts. 

Federal  salary  offset  is  used  if  the  obligor  is  a  federal  employee 
or  retiree  (civilian  or  military). 

Information  on  the  loan  is  retained  in  the  SBA's  systems  and  is 
referred  to  a  government-wide  database  of  delinquent  obligors 
which  is  accessed  by  federal  credit  agencies  to  screen  persons 
who  apply  for  financial  assistance. 

The  last  step  is  for  the  unpaid  balances  on  debtors'  accounts  to 
be  referred  to  the  IRS  and  therefore  may  be  treated  as  income 
to  the  borrower  against  which  taxes  may  be  owed. 

Time  in  liquidation 

The  average  time  an  account  is  in  liquidation  is  from  eighteen  months  to  two 
years  if  bankruptcy  is  not  involved;  of  this  time  period,  just  over  a  year  on  average 
is  required  for  litigation  procedures,  including  foreclosures.    If  a  bankruptcy 
proceeding  is  involved,  the  average  time  in  liquidation  increases  to  three  to  four 
years. 

The  length  of  time  an  account  is  in  liquidation  is  dependent  upon  many 
factors  such  as  the  existence  of  hazardous  waste  substances  affecting  loan 
collateral,  the  type  and  nature  of  required  litigation,  cooperation  of  the  borrower 
and  the  nature  of  assets  to  be  liquidated.   If  a  personal  residence  is  involved,  the 
SBA  may  elect  not  to  foreclose  but  instead  to  retain  its  lien  position  for  recovery 
when  the  home  is  transferred. 
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Agency  personnel  engaged  in  liquidation  processes 

The  SBA  has  approximately  500  full-time  professional  employees  involved  in 
loan  servicing  and  liquidation  in  its  field  offices  for  all  of  its  loans.    As  of  January 
31,  1995,  these  employees  were  responsible  for  servicing  approximately  403,000 
Depending  on  local  economic  conditions  and  workload  factors,  these  employees 
may  be  involved  in  either  loan  servicing,  loan  liquidation  or  litigation  support 
activities. 

In  addition,  the  Office  of  SBIC  Liquidation  in  Central  Office  has  17 
professional  employees  involved  in  the  administration  and  liquidation  of  SBIC 
acquired  assets.    The  SBA  is  currently  managing  72  companies  that  are  in 
receiverships. 

Recoveries 

On  loans  whose  guaranteed  portions  are  purchased  by  the  SBA,  the  Agency 
estimates  recoveries  will  approximate  60  to  65  percent  of  the  amounts  purchased. 

2.  SENATOR  BUMPERS 

What  is  the  average  length  of  term  for  7(a)  and  504  loans? 
Response: 

A.  The  average  maturity  for  a  7{a)  loan  approved  in  FY  1994  was  ten 
years  and  ten  months.   The  median  maturity  was  seven  years  and  four 
months. 

B.  SBA  presently  offers  two  maturities  for  504  loans,  ten  years  and 
twenty  years.    In  FY  1994,  93%  of  the  504  activity  was  for  twenty 
year  loans  and  the  remainder  for  ten  year  loans.    The  actual  average  is 
19  years  and  four  months. 

3.  SENATOR  BENNETT 

What  does  SBA  do  for  rural  areas? 

Response:    Because  of  SBA's  wide  network  of  offices  and  resource  partners, 
the  SBA  serves  rural  areas  in  many  ways  In  both  its  access  to  capital  programs  and 
its  business  education  and  training  programs.   The  SBA  District  Offices  participate 
in  State  Rural  Development  Councils  by  serving  as  leaders  of  the  groups  and 
assisting  in  assessing  and  responding  to  the  specific  needs  of  their  states. 
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Additionally,  the  Procurement  Automated  Source  System  (PASS)  contains  a  field 
which  identifies  firms  as  being  located  in  rural  counties.    As  of  February  23,  1995, 
there  are  28,027  such  firms  registered  in  PASS. 

Specific  programs  provide  the  following  services: 

Education  and  Training 

These  SBA  programs  are  delivered  through  two  principal  resource  partners, 
the  Small  Business  Development  Centers  (SBDCs)  and  the  Service  Corps  of  Retired 
Executives  (SCORE).   Although  these  are  national  programs,  they  are  managed 
locally  by  the  SBA  district  offices  according  to  the  needs  of  the  local  small 
business  community.    For  SBA  district  offices  serving  rural  areas  of  the  country, 
the  district  director  will  tailor  the  training  and  counseling  work  of  the  local  SCORE 
and  SBDCs  to  rural  small  business  needs  and  issues. 

SCORE  has  focused  on  rural  development  issues  for  many  years.    Their 
efforts  include  rehabilitation  of  business  districts  within  rural  communities, 
including  information  on  competing  with  national  chain  stores,  market 
diversification  and  business  retention.    Two  videos  have  been  produced  by  SCORE 
in  conjunction  with  ConAgra  on  rural  community  development:  LIVE  or  DIE: 
SURVIVAL  of  a  SMALL  TOWN  and  TWO  SMALL  TOWNS:    TOO  TOUGH  TO  DIE. 

Other  activities  include  a  rural  bank  marketing  program  available  to  rural 
offices.    As  a  specific  example,  in  Montana,  the  American  Dental  Manufacturing 
Company,  located  in  Missoula,  was  purchased  in  1990  and  closed  a  few  months 
later.   A  group  of  skilled  former  employees  began  to  plan  a  new,  employee-owned 
business.   They  approached  the  local  SBDCs  for  help  in  developing  a 
comprehensive  financial  and  business  plan,  locating  potential  investors,  analyzing 
and  choosing  from  a  variety  of  financing  options  and  opening  new  markets.    The 
new  business,  American  Eagle  Instruments,  began  production  in  1992.   This 
business  has  grown  in  sales,  production  capacity  has  tripled  in  the  last  year  and  the 
number  of  employees  has  grown  to  37. 

In  addition,  SBA's  Office  of  Women's  Business  Ownership  reaches  women  in 
rural  areas  through  three  major  programs: 

•  The  Demonstration  Program  provides  training  and  counseling  to 

women  who  want  to  start  and  expand  businesses.    Non-profit 
organizations  receive  grants  through  this  office  to  provide  technical 
expertise.    Programs  have  been  funded  in  the  following  rural  areas: 
Women's  Economic  Self-Sufficiency  Program  (WEST  Company)  in  Fort 
Bragg,  CA;  Women's  Business  Center  at  the  White  Earth  Reservation 
in  Mahnomen,  MN;  Women  in  New  Development  in  Bemidji,  MN; 
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Women's  Opportunity  &  Resource  Development  Inc.  in  Missoula,  MT; 
Economic  Self-Sufficiency  Team  (WESST  Co.)  in  Taos,  NM.  All  of 
these  sites  target  women  in  rural  areas.  SBA  anticipates  funding  four 
additional  sites  in  rural  areas  by  the  end  of  FY  1995. 

•  The  Women's  Prequalification  Pilot  Loan  Program  has  an  approach 
which  endeavors  to  reach  women  in  rural  areas  in  the  following 
states:    Colorado,  Maine,  Massachusetts,  Montana,  New  Mexico,  and 
Utah.    This  program  assists  prospective  women  borrowers  in 
developing  a  viable  loan  application  package.    The  application  can  be 
submitted  directly  to  the  SBA  for  expedited  consideration  of  a  loan 
prequalification.    On  approval,  non-profit  intermediaries  can  assist  the 
applicants  in  locating  a  competitive  lender. 

•  The  Women's  Network  for  Entrepreneurial  Training  (WNET)  is  a 
mentoring  program  that  matches  successful  women  business  owners 
with  women  ready  to  grow  their  businesses  for  a  year-long,  one-on- 
one  relationship.    This  program  has  been  successful  in  a  number  of 
rural  areas  such  as  Rochester,  MN  and  Helena,  MT. 

Loan  and  Financing  Programs 

All  of  SEA'S  loan  programs  have  a  higher  penetration  rate  in  rural  areas  than 
in  urban  areas.    While  23  percent  of  the  U.S.  population  lives  in  rural  areas,  26 
percent  of  SBA's  loans  {other  than  SBIC  financings)  and  24  percent  of  the  dollar 
amount  of  these  loans  are  made  to  businesses  within  rural  areas. 

SBA  provides  venture  capital  in  rural  areas,  too.    Of  the  279  current  SBICs 
and  SSBICs,  69  (25  per  cent)  are  located  in  the  29  states  which  have  significant 
rural  populations.    In  such  states,  30  per  cent  or  more  of  the  population  resides  in 
rural  areas.    Of  the  $3.1  billion  in  private  capital  committed  to  the  program,  $703.3 
million  or  22%  is  represented  by  these  69  companies.    Further,  these  companies 
represent  $145.0  million  or  18%  of  the  $798.6  million  in  leverage  currently 
outstanding.    The  jobs  created  by  SBIC  investments  in  these  states,  as  well  as 
others,  result  in  employment  opportunities  for  individuals  residing  in  rural  areas. 

Surety  Bonds 

The  SBA  Surety  Bond  Program  assists  small  contractors  in  rural  areas  by 
providing  bid,  performance  and  payment  bond  guarantees.    Such  bonds  are 
required  to  perform  public  and  private  contracts.    While  not  all  of  the  contractors 
that  use  SBA  guaranteed  bonds  are  the  low  bidders,  the  SBA  assistance  allows 
them  to  bid  on  the  contracts  and  gain  bidding  experience.    Bidding  skills  are  vital 
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for  a  contractor  to  grow  and  expand  in  the  competitive  marketplace.    In  FY  1994, 
SBA  bond  guarantees  provided  $1.1  billion  in  bid  opportunities  to  small  contractors 
in  rural  areas.    These  opportunities  resulted  in  1,523  bonded  contracts  valued  at 
$237,596,247  being  awarded  to  small  contractors  receiving  SBA  assistance. 

7(j)  Program 

The  7{j)  program  provides  management  and  technical  assistance  to 
individuals  or  businesses  eligible  for  assistance  under  Section  7(a)(11),  7(j)(10),  and 
8(a)  of  the  Small  Business  Act.    Section  7(a)(11)  specifies  that  emphasis  be  placed 
on  firms  located  in  urban  or  rural  areas  with  high  proportions  of  unemployed  or 
low-income  individuals  or  owned  by  low-income  individuals. 

4.         SENATOR  BENNETT 

How  is  Senator  D'Amato's  bill  that  passed  last  year  working  for  small 
businesses? 

Over  the  past  several  years,  considerable  attention  has  been  paid  to  issues 
surrounding  credit  availability  for  businesses.    A  perceived  credit  crunch  and  a 
downturn  in  venture  capital  to  businesses  has  limited  opportunities  for  many  firms 
to  expand,  hindering  full  recovery  from  the  last  recession.    Meanwhile,  there  has 
been  an  expansion  of  credit  availability  in  certain  sectors  of  the  economy  through 
the  development  of  an  active  secondary  market  for  securities  backed  by  either 
mortgages  or  other  financial  assets.   This  market,  however,  has  just  recently  begun 
to  develop  to  the  point  of  including  the  securitization  of  business  loans.    In  order  to 
spur  the  development  of  a  secondary  market  for  small  business  loans.  The 
Community  Development,  Credit  Enhancement,  and  Regulatory  Improvement  Act  of 
1993  included  a  title  aimed  at  reducing  some  of  the  regulatory  obstacles  that  have 
discouraged  business  loan  securitization. 

At  this  time,  it  is  too  early  to  determine  whether  the  Act  will  have  much  of 
an  impact  in  the  asset-backed  securities  market.    Most  of  the  agencies  affected  by 
the  Act  are  still  in  the  process  of  developing  regulations  to  implement  their 
respective  provisions.    (The  Act  allows  180  days  for  the  issuance  of  such 
regulations,  therefore  final  rules  must  be  completed  by  March  22,  1995.)    Some 
progress  has  been  made,  however.    The  Office  of  the  Comptroller  of  the  Currency, 
for  instance,  is  expected  to  issue  regulations  within  the  next  month  concerning  the 
regulation  of  small  business  related  securities  and  new  rules  for  small  business 
loans  sold  with  recourse.    The  Federal  Reserve  Bank  published  regulations  in  the 
Federal  Register  on  February  1,  1995,  concerning  recourse  requirements,  while  the 
Federal  Deposit  Insurance  Corporation  and  the  Office  of  Thrift  Supervision  expect 
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to  publish  rules  on  this  topic  in  the  near  future.    Until  these  rules  are  in  place  for 
some  period  of  time,  it  is  not  possible  to  determine  the  effect  of  the  Act  on  either 
the  business  loan-backed  securities  market  or  on  the  nation's  small  firms. 


5.         SENATOR  SNOWE 

A.    What  is  the  track  record  of  SBA's  Education  and  Training  programs? 

Response:    Although  there  are  many  facets  to  the  SBA's  education  and 
training  component,  the  primary  tools  used  by  SBA  to  provide  education  and 
training  assistance  are  networks  of  Small  Business  Development  Centers  (SBDCs) 
and  the  Service  Corps  of  Retired  Executives  (SCORE)  Chapters. 

Small  Business  Development  Centers  (SBDCs) 

Between  FY  1991  and  FY  1994,  the  SBDCs  counseled  and  trained  over  2.2 
million  pre-venture  and  existing  small  businesses.    A  recent  economic  impact  study' 
of  the  small  business  clients  counseled  by  SBDCs  in  1992  showed  that  in  1993, 
after  counseling:  (a)  SBDC  clients  had  significantly  higher  sales  growth  rates  in 
1993  in  comparison  to  the  average  U.S.  business  (13.29%  vs  5.79%);  (b)  an 
estimated  $3.7  billion  in  additional  sales  was  generated  by  these  small  businesses 
in  1993;  (c)  SBDC  clients  with  existing  businesses  showed  a  significantly  higher 
employment  growth  rate  in  1993  in  comparison  to  the  average  U.S.  businesses 
(12.08%  vs  2.60%);  (d)  SBDC  clients  counseled  in  1992  created  68,500  new  jobs; 
and,  (e)  clients  counseled  by  SBDCs  generated  tax  revenues  of  over  $290  million  in 
the  year  following  counseling. 

The  SBDCs  are  pubic/private  partnerships  with  state,  local,  and  private  funds 
matching  the  Federal  support  for  the  program.    There  are  56  individual  networks 
located  in  each  of  the  50  states,  the  District  of  Columbia,  Puerto  Rico  and  the 
Virgin  Islands.    Business  development  assistance  offered  throughout  the  SBDC 
network  is  tailored  to  the  local  community  and  the  needs  of  the  individual  clients. 
These  networks  are  located  mainly  on  college  and  university  campuses  and 
comprise  more  than  900  service  delivery  centers. 

'    The  Economic  Impact  of  Small  Business  Development  Centers  Consulting 
Activities  in  the  United  States:    1992-1993,  James  J.  Chrisman,  New  Venture 
Development  Faculty  of  Management,  University  of  Calgary 
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Service  Corps  of  Retired  Executives  (SCORE) 

SCORE  counseled  and  trained  over  1.1  million  clients  between  FY  1991  and 
1994.    SCORE  is  a  small  business  education  and  training  program  sponsored  by  the 
SBA  that  matches  volunteer  retired  executives  with  small  businesses  that  need 
expert  advice.   Volunteers,  whose  collective  experience  spans  the  full  range  of 
American  enterprise,  share  their  management  and  technical  expertise  with  present 
and  prospective  owners/managers  of  small  businesses.   There  are  nearly  400 
SCORE  Chapters,  with  13,000  members  located  throughout  the  United  States. 
Their  services  are  delivered  through  the  SBA  offices  and  also  at  locations 
convenient  to  clients. 

While  the  SCORE  chapters  also  provide  counseling  assistance  to  existing 
small  businesses  companies,  the  vast  majority  of  the  counseling  is  for  start-up 
firms. 

Women's  Demonstration  Programs 

From  the  summer  of  1989  through  the  end  FY  1993,  over  22,262  women 
were  served  by  the  Demonstration  sites.    At  least  776  new  businesses,  employing 
1,114  people,  were  formed  as  a  direct  result.    In  addition  1,305  employees  or 
contractors  were  added  to  existing  businesses. 

These  programs  are  designed  to  meet  the  specific  and  unique  needs  of 
potential  and  existing  women  business  owners  and  specifically  target  socially  and 
economically  disadvantaged  women.    They  are  funded  by  SBA  funds  and  matching 
funds  raised  by  the  sites. 

Business  Information  Centers  (BICs) 

BICs  provides  a  one-stop  location  where  current  and  future  small  business 
owners  can  receive  assistance  and  advice.    BICs  combine  the  latest  computer 
technology,  hardware  and  software,  and  an  extensive  business  library  of  hard  copy 
resources. 

The  SBA  also  uses  BICs  to  introduce  and  complement  new  information, 
education  and  training  initiatives.    An  example  of  this  is  the  use  of  BICs  as  a  place 
to  educate  business  owners  about  electronic  commerce/electronic  data  interchange 
(EC/EDI).    EC/EDI  simulation  software  is  installed  in  the  BICs.    This  hands-on 
training  opportunity  will  serve  as  a  convenient,  efficient  learning  tool  for  thousands 
of  business  owners.   It  will  also  provide  the  SBA  with  feedback  on  how  the 
government's  move  to  EC/EDI  in  procurement  will  work  for  small  business. 
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Over  82,000  small  business  customers  have  used  the  thirteen  existing  BICs 
since  they  have  been  open.    The  BICs  are  a  public/private  partnership  made 
possible  by  $1.4  million  appropriated  by  Congress  and  the  many  local  and  national 
partners  who  contribute  financially  and  otherwise  to  the  establishment  and 
operation  of  the  centers. 

One  Stop  Capital  Shops 

As  a  result  of  the  Budget  Reconciliation  Act  of  1993,  the  Administration's 
Empowerment  Zone/Enterprize  Community  initiative  was  established.    The  SBA's 
contribution  to  this  multi-agency  effort  is  the  establishment  of  One  Stop  Capital 
Shops  (OSCS).    The  purpose  of  these  shops  is  to  bring  the  SBA's  business 
education  and  financing  resources  together  with  other  federal,  state,  local  and 
private  sector  resources.    They  also  will  serve  as  a  demonstration  project  for  a  new 
coordinated  approach  for  delivery  of  the  SBA's  full  product  line. 

While  other  agencies  will  provide  services  to  meet  the  needs  of  these 
economically  distressed  communities  such  as  housing,  public  safety  and  social 
services,  the  SBA  will  provide  the  tools  for  sustained  economic  development  and 
growth.    These  areas  have  been  underserved  in  the  past  by  the  SBA  as  well  as 
other  government  entities  and  the  private  sector. 

7(j)  programs 

The  7(j)  program  provides  management  and  technical  assistance  to 
individuals  or  businesses  eligible  for  assistance  under  Section  7(a)(11),  7(j)(10),  and 
8(a)  of  the  Small  Business  Act.    Section  7{a){11)  specifies  that  emphasis  be  placed 
on  firms  located  in  urban  or  rural  areas  with  high  proportions  of  unemployed  or 
low-income  individuals  or  owned  by  low-income  individuals. 


B.    How  does  SBA's  business  education  and  training  assistance  compare 
with  the  private  sector? 

The  SBA's  assistance  provides  the  same  high  quality  expertise  as  the  private 
sector  provides  but: 

•  to  small  businesses  (start-ups  and  pre-venture)  that  might  not 
otherwise  have  access  to  such  services; 

•  at  no  or  minimal  cost  which  is  often  needed  by  pre-venture  and  start- 
ups; and 
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•  in  locations  (rural  areas  and  Inner  cities)  that  are  underserved  by 
private  sector  services. 

In  addition,  the  SBA's  business  and  education  assistance  programs  are  a 
public/private  partnership.    These  programs  leverage  and  complement  what  exists 
in  the  private  sector,  both  for  profit  and  nonprofit,  as  well  as  that  which  is  provided 
by  state  and  local  governments. 

A  good  example  of  these  partnerships  is  provided  by  the  way  SBDC's  and 
the  private  sector  work  together: 

•  SBDCs  must  match  funds  provided  by  the  SBA. 

•  Private  sector  experts  provide  much  of  the  instruction  in  training 
workshops  and  seminars  on  a  voluntary  basis.    These  workshops, 
which  are  normally  focused  on  a  specific  problems,  provide  a  forum 
for  the  private  consultant  to  demonstrate  his  expertise  and  often  leads 
to  follow  on  assistance  being  provided  by  the  private  consultant. 

•  SBDCs  often  hire  private  sector  consultants  to  assist  them  in  specific 
counseling  cases  where  more  technical  expertise  is  required. 

•  SBDCs  are  required  to  maintain  inventories  of  private  sector 
consultants  in  their  geographic  area  along  with  their  specific  areas  of 
expertise.    SBDCs  are  encouraged  to  refer  clients  to  the  private  sector 
consultants  when,  in  their  opinion,  the  client  has  reached  the  stage  in 
business  development  where  the  client  has  the  financial  resources  to 
pay  for  private  sector  consultants. 

Also,  the  Women's  Demonstration  project  is  the  only  national,  federally 
funded  program  that  has  as  its  goal  the  design  of  programs  that  meet  the  specific 
and  unique  needs  of  women  business  owners  and  potential  owners.    Neither  the 
private  sector,  nor  any  other  Federal  agency,  have  satisfactorily  addressed  the 
needs  of  this  segment  of  the  population. 
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U.S.  Small  Business  Administration  /  S&Jf-j 

Washington,  D.C.    20416  M-^wpt^?' 


JUL     7  1995 


Honorable  Christopher  Bond 

Chairman 

Small  Business  Committee 

United  States  Senate 

Washington,  DC  20510 

Dear  Mr.  Chairman: 

This  letter  contains  the  information  that  I  told  you  I  would  supply  for  the  record  at  the 
recent  hearing  on  the  Disaster  Assistance  Program. 

Question:  "...  how  does  that  [the  loss  rate]  divide  between  business  [loans]  and  homeowner 
[loans]? 

Answer:  All  disaster  loan  losses  are  paid  from  the  same  fund,  regardless  of  whether  the 

loan  was  a  disaster  home,  business/farm,  or  economic  injury  loan.  Consequently,  we  do  not 
have  readily  available  statistics  that  permit  us  to  exactly  separate  the  losses  in  the  disaster 
program  into  a  home  loan  portion  and  a  business/farm  loan  portion.  To  be  responsive  to 
your  request,  we  have  estimated  the  distribution  of  losses  between  home  loans  and 
business/farm  loans.  This  estimate  was  created  by  calculating  the  distribution  of  loans  that 
were  60  days  or  more  past  due  or  were  in  Hquidation  at  the  end  of  each  fiscal  year.  These 
loans  are  most  likely  to  result  in  losses. 

Estimated  Estimated 

Year  Percent-Home  Percent-Business/Farm 

1994  18.3%  81.7% 

1993  18.5%  81.5% 

1992  15.0%  85.0% 

1991  12.6%  87.4% 

1990  8.5%  •    91.5% 
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After  determining  the  percentage  breakdown  between  home  loans  and  Farm/Business  loans, 
the  following  chart  was  prepared  which  allocates  the  actual  loss  rate  percentage  between 
both  types  of  loans.  It  should  be  noted  that  this  is  not  an  accurate  reflection  of  the  loss  rate 
for  home  or  business  loans,  just  an  estimate  of  what  percentage  of  the  actual  loss  rate  is 
attributable  to  each  type  of  loan. 


Attributable  to 

As  of  Fiscal  Year 

Actual  Loss  Rate 

Homes 

Business/Farm 

FY  1994 

8.68% 

1.58% 

7.10% 

FY  1993 

9.45% 

1.75% 

7.70% 

FY  1992 

9.97% 

1.49% 

8.48% 

FY  1991 

9.58% 

1.20% 

8.38% 

FY  1990 

9.56% 

0.81% 

8.75% 

If  you  have  any  additional  questions,  please  contact  me  on  205-6734. 

Sincerely, 

^IU2^ ^ 


Bernard  KuKk 
Associate  Administrator 
for  Disaster  Assistance 
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ADDITIONAL  QUESTIONS  FROM  CHAIRMAN  BOND 
SENATE  SMALL  BUSINESS  COMMITTEE 
HEARING  ON  FEBRUARY  10,  1995 


1 .         Liquidation  of  Assets 

What  is  the  total  value  of  the  SBIC  and  7{a)  assets  available  for  liquidation? 

Response:    All  acquired  assets  other  than  those  from  SBIC  financings  as  of 
January  31,  1995: 

Real  Estate  Personal  Property 

Number  485  8     - 

Dollar  $89.6  million  $352,000 

This  compares  with  a  total  business  loan  liquidation  portfolio  (except  SBICs)  of 
8,691  loans  with  $1.3  billion  outstanding. 

SBIC  financing  as  of  December  31,  1994: 

Loans  Equities  Others*  Totals 

Number  380  318  61  759 

Dollar  $14,496,812     $7,613,867  $1,231,612  $23,342,291** 

These  assets  were  acquired  by  the  SBA  through  the  liquidation  of  55  SBICs.    There 
is  a  total  of  192  SBICs  in  liquidation  with  over  $521  million  outstanding. 


*    Judgments/Real  Estate. 

**  Of  the  759  assets  acquired,  the  Office  of  SBIC  Liquidation  has  identified  230 
assets  as  having  value.    The  remaining  529  assets  have  been  identified  as 
potentially  having  no  value  and  are  pending  charge-off  once  final  due  diligence  is 
complete.    The  figure  of  $23^342,291  is  the  estimated  value  of  these  230  assets 
identified  as  having  value. 


How  long  has  SBA  held  these  assets?   We  would  appreciate  receiving  a 
break  down  by  year  when  each  asset  was  acquired. 

Response:      Acquired  assets  are  held  for  differing  periods  of  time--the 
average  time  is  six  to  eight  months.    Properties  with  hazardous  waste  problems 
require  many  years  for  disposition,  and  are  not  readily  saleable.    Other  long  term 
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properties  involve  lease-purchase  agreements  or  life  estates  for  personal  residences 
occupied  by  the  elderly  or  disabled,  or  persons  with  significant  hardships. 
Approximately  one-fourth  of  the  SBA's  real  estate  properties  are  personal 
residences. 

The  SBA  handles  its  foreclosure  sales  according  to  local  law.    To  keep  to  a 
minimum  the  acquisition  of  properties,  the  SBA  conducts  foreclosures  in  a  manner 
to  increase  the  likelihood  that  assets  will  be  sold  to  third  parties.    The  Agency 
employs  widespread  public  advertising  aimed  at  potential  purchasers,  uses 
professional  auctioneers  and  offers  buyer  financing. 

A  break  down  by  year  of  when  each  asset  was  acquired  for  7(a)  assets  is 
listed  below: 


Fiscal  Year 

Valuation 

1995 

26 

1994 

250 

1993 

97 

1992 

48 

1991 

22 

1990 

10 

Prior  to  1990 

32 

A  break  down  by  year  of  when  each  asset  was  acquired  for  SBICs  is 
attached. 

Please  provide  the  Committee  with  the  number  of  SBA  employees  and  their 
locations  who  are  involved  in  the  disposition  of  assets? 

Response:      The  SBA  has  approximately  500  full-time  professional 
employees  involved  in  loan  liquidation  in  all  field  offices  across  the  country. 
Depending  on  local  economic  conditions  and  workload  factors,  these  employees 
may  be  involved  in  either  loan  servicing,  loan  liquidation  or  litigation  support 
activities.    The  actual  disposition  of  acquired  properties  amounts  to  a  relatively 
small  percentage  of  the  total  time  required  for  loan  liquidations. 
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2.         Small  Business  Investment  Company  (SBIC)  Program 

Since  Congress  passed  the  bill  in  1992  reauthorizing  the  SBIC  program,  how 
many  firms  have  been  licensed  by  SBA  to  participate  in  the  new  participating 
security  program? 


Response:    The  regulations  covering  the  participating  security  program  were 
issued  April  23,  1994.    Since  that  date,  we  have  licensed  24  SBICs  to  use 
participating  securities.    These  have  private  capital  of  $425  million. 

How  much  money  has  been  invested  in  small  business  under  the 
participating  security  program? 

Response:    The  first  licenses  using  participating  securities  were  granted  in 
August  1994.    Since  that  time,  approximately  $110  million  has  been  invested 
under  these  licenses  in  small  businesses. 

How  much  money  do  you  anticipate  will  be  invested  as  the  result  of  the 
participating  program  in  small  business  during  FY  1995? 

Response:    We  estimate  that  during  Fiscal  1995  approximately  $400  million 
will  be  invested  by  licensees  using  participating  securities. 


3.         District  and  Regional  Offices 

What  plans  do  you  have  for  consolidating  Regional,  District  and  Branch 
Offices  and  Post  of  Duty  Stations? 

Response:    As  you  are  aware,  in  1993  the  SBA  began  the  first  phase  of 
reallocating  staff  to  the  "front  line"  in  our  field  offices  through  voluntary 
reassignments.    A  total  101  employees  were  moved  from  the  central  office  and  the 
regional  offices  to  field  offices.    In  addition,  34  field  office  staff  were  reassigned  to 
different  field  offices  where  their  services  were  needed. 

Currently  we  are  examining  a  number  of  scenarios  to  further  streamline  our 
operations  without  affecting  the  quality  of  services  that  we  provide  to  the  small 
business  community. 
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4.  Small  Business  Institute  Program 

What  is  the  rational  of  SBA  for  terminating  this  program  in  FY  1996? 

Response:    While  the  program  offers  in-depth  training  and  business 
development  assistance  to  small  businesses,  it  can  only  serve  an  extremely  small 
number  of  clients  compared  to  those  programs.    For  example  for  the  same  $3 
million  dollar  appropriation,  SCORE  serves  350,000  clients,  while  SBI  reaches  only 
6,000. 

The  SBA  faced  a  number  of  difficult  decisions  in  reaching  the  total  agency 
budget  request  for  fiscal  year  1996.    Demand  for  services  continues  to  grow  yet 
the  SBA  is  committed  to  continuing  its  track  record  of  serving  more  firms  at  a 
lower  cost  to  the  taxpayer.    We  could  not  leave  all  programs  intact  and  still  reduce 
our  overall  agency  budget.    It  was  necessary  to  look  at  each  program's  impact  and 
number  of  clients  served  to  determine  where  reductions  would  have  the  least 
negative  impact.    The  SBI  is  one  of  the  programs  for  which  no  funds  are  being 
requested. 

5.  GreenLlne  Program 

As  a  follow-up  to  the  Chairman's  question  about  this  program,  SBA 
responded  that  it  is  reviewing  the  results  of  this  program  and  is  looking  for  ways  to 
make  it  work  better.   The  Committee  staff  would  like  a  briefing  on  the  GreenLine 
program  just  as  soon  as  SBA's  findings  and  recommendations/decisions  are 
available. 

Response:    SBA  officials  will  be  happy  to  provide  Committee  staff  with  a 
briefing  upon  completion  of  its  findings  of  the  GreenLine  Program. 


6.         Disaster  Assistance 

In  the  Administrator's  statement,  he  described  the  centralized  commercial 
loan  servicing  centers.    Please  provide  an  explanation  of  SBA's  process  for 
servicing  disaster  loans.    Is  servicing  accomplished  at  two  centers  or  does  SBA  use 
some  other  servicing  arrangement? 

Response:  Disaster  business  loans  in  current  status  will  all  be  handled  by 
SBA's  two  commercial  servicing  centers  by  the  end  of  1996.    Now,  the  Fresno 
center  handles  27,000  of  the  Agency's  portfolio  of  62,000  current  disaster 
business  loans.    Liquidation  of  these  loans  is  done  in  local  field  offices. 
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The  Agency's  175,000  disaster  home  loans  in  current  status  are  serviced 
out  of  four  home  loan  centers.    Liquidation  of  collateralized  home  loans  is 
accomplished  in  local  field  offices,  while  unsecured  home  loans  are  usually 
liquidated  out  of  the  home  loan  centers. 


7.         Critics  of  the  Superfund  clean-up  program  have  suggested  that  its  retroactive 
liability  provisions  and  the  Leaking  Underground  Storage  Tank  (LUST)  program 
inhibit  lending  in  so-called  "brownfield"  areas.   How  does  Superfund  liability  impact 
SBA's  ability  to  guarantee  loans  in  urban  areas? 

Response:    The  potential  liability  for  environmental  contamination  stemming 
from  the  operations  of  many  small  businesses  under  the  Comprehensive 
Environmental  Response  and  Compensation  Act  ("Superfund")  and  for  leaking 
underground  storage  tanks  under  the  Resource  Conservation  and  Recovery  Act,  has 
significantly  inhibited  the  SBA's  ability  to  guarantee  loans  generally,  including  those 
made  in  urban  areas.    Under  these  statutes,  the  SBA  may  incur  liability  either  as  an 
"owner"  of  property,  which  the  Agency  has  acquired  through  foreclosure,  or  as  an 
"operator,"  when  the  Agency  or  its  participating  lender  becomes  too  deeply 
enmeshed  in  a  borrower's  management.   In  addition,  existing  contamination  on 
business  property  or  the  cost  of  cleaning  or  avoiding  such  contamination  must  be 
taken  into  account  when  the  SBA  evaluates  the  financial  condition  of  a  company 
that  has  applied  for  financial  assistance.   This  is  because  the  Small  Business  Act 
mandates  that  "[a]ll  loans  ...  shall  be  of  such  sound  value  or  so  secured  as 
reasonably  to  assure  repayment."    15  U.S.C.  §  636(a)(6). 

The  SBA  has  adopted  a  number  of  precautionary  measures  to  avoid  potential 
environmental  liability  in  providing  financial  assistance  and  in  undertaking  loan 
liquidation  efforts.    Loan  applicants  identified  by  EPA  as  being  within  a  "frequently 
polluting  industry"  category,  are  subject  to  an  environmental  assessment  by  means 
of  an  environmental  questionnaire,  and  if  merited,  a  Phase  I  audit  and/or  a  Phase  II 
environmental  audit,  which  involves  actual  sample  testing.    In  addition,  property 
taken  as  loan  collateral  must  be  free  of  contamination  before  financial  assistance 
will  be  provided. 

One  category  of  loan  requests,  those  to  service  stations,  has  been 
particularly  hampered  by  the  potential  for  environmental  liability.    For  example,  a 
number  of  the  major  oil  companies  presently  are  seeking  to  sell  their  service 
stations  (many  of  which  are  contaminated)  to  their  tenants  and  many  of  these 
tenants  are  having  difficulty  finding  financing  for  the  purchase  of  the  service 
facility.    Unfortunately,  the  SBA,  as  the  lender  of  last  resort,  has  had  to  turn  down 
a  number  of  requests  for  guaranteed  financing  because  we  have  been  unable  to  get 
adequate  assurances  from  the  oil  companies  that  they  will  indemnify  the  SBA  for 
the  removal  of  contamination  from  these  properties  should  the  borrower  default. 
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After  a  default  occurs  on  a  loan,  SBA  personnel  undertaking  llquldatlon 
efforts  are  admonished  not  to  take  possession  of  the  property  or  become  involved 
in  its  operations  prior  to  the  completion  of  an  environmental  audit.    As  a  result  of 
these  audits,  the  SBA  has  abandoned  several  hundred  parcels  of  property,  rather 
than  risk  incurring  liability  for  environmental  cleanup  that  may  far  outweigh  the 
potential  for  any  recovery  from  the  collateral. 
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SBICs 

SBA  Owned  AaseCe 
Printed  03/16/95 


Small  BuBJneaa  Concern 

365  Broadway 

4-way  Shocka* 

6  aseigned  oalea  contracts 

A  &  B  Development  Co.,  Inc. 

ACM,  Inc. 

ATM  Security  &  Inveatigation  (New  Mexico) 

ATM  Security  &  Investigation  (New  Mexico) 

ATV  Systems,  Inc. 

ATV  Systems,  Inc. 

ATV  Systems,  Inc. 

AVI  -  JfiW  Products 

AVI  -  J&W  Products 

AVI  -  JfiW  Products 

Advanced  Manufacturing  Corporation 

Advanced  Manufacturing  Corporation 

Advantage  Production  Corp  aka  BCI  Geonetica 

Advantage  Production  Technology,  Inc. 

Advantage  Production  Technology,  Inc. 

Advantage  Production  Technology,  Inc. 

Agora  Dallas 

Agora  of  Houston 

Agora  of  Houston 

Agora  of  Houston 

Agora  of  Houston 

Agora  of  Houston 

Agora  of  Houston 

Agri-Sources,  Inc.  (p)* 

Airline  Management 

Albay,  Inc. 

Allen  Energy  Company  (prev.  Xenerex) 

Allied  Waste  Industries 

Allied  Waste  Industries 

Allied  Waste  Industries 

Almic  Broadcasting,  Inc. 

Almic  Broadcasting,  Inc. 

American  Homes,  Inc.* 

American  Intl  Theaters-C/O  Cap.  Inv 

Americus  Management  Corp.* 

Afflistad  DOT  Venture  Capital,  Inc. 

Amusements 

Anastasia  Management  Corporation 

Animed  Inc.* 

Apertus  Technologies  Inc.  (prev.  Lee  Data) 

Apex  Energy  Company 

Apex  Energy  Company 

Apex  Energy  Company 

Apuco,  Inc. 

Arinco  Systems 

Arroyo  Broadcasting 

Arroyo,  Victor 

Asphalt  Specialists,  Inc. 

Asphalt  Specialists,  Inc. 

Atlantia  Energy  Corporation 


Date  SBA 

Acquired 

Asset 

Valuation 

08/01/84 

2,000,000 

04/22/92 

0 

06/22/78 

27,824 

10/31/86 

0 

07/20/93 

9,066 

08/30/93 

1,000 

08/30/93 

0 

03/31/93 

0 

03/31/93 

0 

02/23/94 

0 

10/30/90 

0 

10/30/90 

0 

10/30/90 

0 

10/01/93 

0 

10/01/93 

0 

08/30/93 

1,000 

10/22/93 

0 

10/22/93 

0 

10/22/93 

0 

01729/92 

0 

01/29/92 

0 

01/29/92 

0 

01/29/92 

0 

01/29/92 

0 

01/29/92 

4,325 

01/29/92 

10,000 

04/22/92 

20,313 

05/01/89 

0 

07/29/94 

0 

05/30/91 

1,000 

02/05/93 

2,500 

03/10/94 

0 

03/10/94 

0 

08/30/93 

0 

08/30/93 

0 

04/22/92 

350 

07/20/93 

6,585 

10/06/92 

3,000 

04/22/93 

0 

07/29/94 

0 

07/29/94 

12,069 

10/06/92 

0 

08/10/90 

0 

10/22/93 

0 

10/22/93 

700 

10/22/93 

0 

06/12/90 

1 

08/30/93 

100 

08/30/93 

1,000 

06/12/90 

1 

01/09/92 

0 

01/09/92 

8,167 

05/31/90 

0 
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SBA  Owned  Assets 
Printed  03/16/95 


Small  BuainesB  Concern 

Atlantia  Energy  Corporation 

Automated  Compliance  Systems,  Inc. 

Automat ix.  Inc. 

Axiom  Sustem  Inc.* 

BJM/Outrigger 

Bakersfield  Heritage  Hotel  (p)* 

Bank  of  NM  Holding  Company 

Bankert,  Elizabeth  A. 

BasiComputer  Corporation 

Bay  South* 

Bay  South* 

Bay  State  Exploration 

Bayberry  Club,  Ltd. 

Beauty  Institute  &  Health  SPA,  Inc. 

Beauty  Institute  &   Health  SPA,  Inc. 

Belgrave  Industries  aka  Original  Cylinder 

Belgrave  Industries  aka  Original  Cylinder 

Belmont  Group 

Belmont  Group 

Big  Ears  Radio,  Inc. 

Biomagnetic  Technologies* 

Bloom,  Barry 

Boris  Systems/Norwest  Corp.* 

Borrowed  Enterprises,  L.P. 

Boston  Bank  of  Commerce 

Boston  Bank  of  Commerce 

Boston  Bank  of  Commerce 

Boston  Bank  of  Commerce 

Bouton  Corporation 

Boutwell  Enterprises 

Boyce  Acquisition  Company 

Boyce  Acquisition  Company 

Boyce  Engineering,  Inc.       , 

Brassard,  Theodore  &  Mary 

Brentwood  Capital  Corporation 

Brock,  Kennety 

Brogdon 

Budget  Furniture* 

Buenavision  Telecommunications,  Inc. 

Buenavision  Telecommunications,  Inc. 

Buenavision  Telecommunications,  Inc. 

Buenavision  Telecommunications,  Inc. 

Buenavision  Telecommunications,  Inc. 

Buenavision  Telecommunications,  Inc. 

Buenavision  Telecommunications,  Inc. 

Buenavision  Telecommunications,  Inc. 

Buenavision  Telecommunications,  Inc. 

CR  Technology,  Inc. 

OR  Technology,  Inc. 

CR  Technology,  Inc. 

CSRA  Capital  Corporation 

Caddo  Capital  Corporation 

Caddo  Capital  Corporation 


Date  SBA 

Acquired 

Asset 

Valuation 

05/31/90 

0 

10/22/93 

400,000 

06/15/93 

0 

10/06/92 

0 

07/29/94 

0 

04/22/92 

0 

08/30/93 

0 

03/31/93 

0 

05/31/90 

13,276 

07/01/94 

0 

07/01/94 

0 

03/06/91 

0 

05/23/94 

0 

06/21/93 

0 

06/21/93 

0 

08/30/93 

1,000 

08/30/93 

0 

08/30/93 

0 

08/30/93 

0 

10/22/93 

0 

07/01/94 

1,000,000 

09/30/93 

304,000 

07/01/94 

0 

08/30/93 

163,000 

08/25/87 

100,592 

08/25/87 

0 

08/25/87 

0 

08/25/87 

0 

12/17/93 

0 

07/29/94 

0 

02/05/93 

268,000 

03/10/94 

250,000 

02/05/93 

170,289 

04/29/93 

11,304 

08/12/93 

0 

07/29/94 

0 

07/29/94 

0 

07/01/94 

0 

06/21/93 

0 

06/21/93 

0 

06/21/93 

0 

06/21/93 

0 

06/21/93 

0 

06/21/93 

0 

06/21/93 

0 

06/21/93 

0 

06/21/93 

12,500 

12/17/93 

0 

12/17/93 

91,200 

12/17/93 

0 

02/25/82 

0 

05/30/91 

0 

05/30/91 

0 
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Small  Buaineaa  Concern 
California  Menifee  74  Ltd. 
California  Menifee  II  74  Ltd. 
California  Micro  Devices 
California  Micro  Devices 
California  Wine  company 
California  Wine  Company 
California  Wine  Company 
California  Wine  Company 
California  Wine  Company* 
California  Wine  Company* 
Campbell,  John  0.  &  Lillian 
Canaveral  Capital  Corporation 
Care  Team  Management  Services, 
Care  Team  Management  Services, 
Carleton  Financial  Group 
Carol  City  Farm  Supply  Inc 
Carretas,  Inc. 
Carretas,  Inc. 
Carretas,  Inc. 
Carroll  Lavm  Maintenance 
Cartrex  Corporation 
Cartrex  Corporation 
Caatellanos,  Luz  C. 
Chandler  Partners  L.P.* 
Chantilly  Bakery,  Inc. 
Chantilly  Bakery,  Inc. 
Charisma  Corporation  of  America 
Chavera-Furniture  Mart 
Chemisco,  Inc. 
Chemiaco,  Inc.* 
Chemvest  International,  Inc. 
Chemvest  International,  Inc. 
Chemveat  International,  Inc. 
Chemveat  International,  Inc. 
Chemveat  International,  Inc. 
Chemveat  International,  Inc. 
Cherokee  Data  Syetems,  Inc. 
Cinecom  Partners  L.P.  #1* 
Cinema  Products  Corporation 
Cinema  Products  Corporation 
Cinema  Products  Corporation 
Circle  Machine  Co. 
Circle  Machine  Co. 
Citipoatal,  Inc.* 
City  Fire  Equipment  Inc. 
Co-Bur  Company 
Cogenaya  Corp.* 
Coleman-American  Companies 
Colon,  Cristino 
Commerce  Drive  Partners  (p)* 
Computech  Institute,  Inc. 
Computer  Acceasories/Proxima* 
Condrey,  Tommy 


SBA  Owned  Assets 

Printed  03/16/95 

Date  SBA 
Acquired 

'  Asset 

Valuation 

02/05/92 

25,000 

02/05/92 

12,500 

10/01/93 

0 

10/01/93 

0 

02/23/94 

3,200 

02/23/94 

0 

08/30/93 

0 

08/30/93 

1,100 

04/22/92 

0 

04/22/92 

0 

03/10/83 

3,429 

— 

01/31/95 

0 

Inc. 

08/30/93 

0 

Inc. 

08/30/93 

0 

05/01/89 

0 

05/10/94 

0 

08/30/93 

5,000 

08/30/93 

4,000 

08/30/93 

0 

08730/93 

0 

10/30/90 

0 

10/30/90 

0 

06/12/90 

1 

10/06/92 

10,000 

05/10/94 

0 

05/10/94 

0 

I 

07/29/94 

0 

07/29/94 

0 

12/18/91 

0 

04/22/92 

0 

10/22/93 

0 

10/22/93 

0 

10/22/93 

0 

10/22/93 

0 

10/22/93 

0 

10/22/93 

0 

09/01/93 

0 

10/06/92 

0 

10/22/93 

0 

10/22/93 

0 

10/22/93 

125,000 

08/30/93 

0 

08/30/93 

0 

10/06/92 

0 

05/10/94 

0 

07/29/94 

0 

07/01/94 

102,000 

12/18/91 

0 

06/12/90 

1 

04/22/92 

0 

05/10/94 

0 

07/01/94 

0 

01/09/92 

0 
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SBA  Owned  Assets 
Printed  03/16/95 


Small  Business  Concern 

Cone/WilJco 

Conservation  Technologies,  Inc. 

Continental  Associates 

Continental  Associates 

Continental  Associates 

Continental  Associates 

Cook,  Billy  Joe 

D&D  Paint  &  Body  Shop,  Inc. 

D&M  Industries 

O'Elia,  Anthony 

OBIC-401  Lake  St. 

DGI  &  Associates,  Inc. 

OGI  &  Associates,  Inc. 

OaRox  Corporation* 

Dakota  First  Capital  Corporation 

Dallas  County  Utility  Bond 

Oalsat  Corporation 

Damasco  Industries 

Data  Entry  Professional  Ser.,  Inc. 

Davis 

Davis-Fran  Ltd 

Dawson  Well  Servicing,  Inc. 

Oayna  Conmunications,  Inc. 

De  La  Portilla,  Maria  R.  -  P. A. 

De  la  Luz,  Gustavo 

DeCarlo  (Judgment) 

DeSoto  Channel  62  Associates,  Ltd. 

Decom  Systems 

Decom  Systems 

Decom  Systems* 

Decom  Systems* 

Decor  Noel,  Inc. 

Decor  Noel,  Inc. 

Decor  Noel,  Inc. 

Del  Toa  Development 

Designer  Art,  Inc. 

Diamond,  John  W.  II  &  Marilyn  S. 

Diamond,  John  W.  II  S  Marilyn  S. 

Digital  Pathways 

Digital  Sound  Corporation 

Discovery  Chemicals,  Inc. 

Discovery  Chemicals,  Inc. 

Discovery  Chemicals,  Inc. 

Discovery  Chemicals,  Inc. 

District  Group  Communications  Liquidtng  Trust 

District  Group  Communications,  Inc. 

District  Group  Communications,  Inc. 

District  Group  Communications,  Inc. 

Dixie  Business  Investment  Co. 

Do  It  Yourself,  Inc. 

Do-It-yourself ,  Inc. 

Do-It-Yourself ,  Inc. 

Dunn,  David  &  Helba 


Date  SBA 

Acquired 

Asset 

Valuation 

05/31/90 

55,000 

10/22/93 

0 

02/23/94 

225,000 

02/23/94 

0 

08/30/93 

0 

02/23/94 

0 

01/09/92 

0 

05/10/94 

90,980 

07/20/93 

150,000 

04/11/94 

0 

01/09/92 

0 

10/30/90 

0 

04/13/92 

0 

10/06/92 

3,800 

07/20/93 

0 

05/31/90 

0 

10/01/93 

0 

02/23/94 

0 

05/10/94 

67,967 

07729/94 

0 

09/30/93 

0 

05/31/90 

0 

02/23/94 

247,947 

05/10/94 

0 

06/12/90 

1 

01/31/95 

624,328 

10/22/93 

0 

08/30/93 

0 

08/10/90 

0 

07/01/94 

0 

04/22/92 

0 

10/01/93 

0 

10/01/93 

0 

10/01/93 

0 

06/12/90 

1 

01/09/92 

0 

03/10/83 

6,481 

03/10/83 

19,712 

10/01/93 

0 

08/12/93 

0 

03/10/94 

0 

03/10/94 

160,625 

03/10/94 

90,000 

03/10/94 

0 

10/31/86 

10,000 

10/31/86 

0 

10/31/86 

0 

10/31/86 

0 

01/09/92 

0 

04/22/93 

148,631 

04/22/93 

0 

04/22/93 

0 

03/10/83 

84,011 
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SBA  Owned  Assets 
Printed  03/16/95 


Small  Business  Concern 

Dura  Block,  Corp. 

Duramedic,  Inc. 

E.L.F.,  Ltd.  (c/o  Bloomfield  Research) 

EWE:  Restitution  Receiv. 

Eaaton  Memorial  Gardens 

Easton  Memorial  Gardens 

Easton  Memorial  Gardens 

Eastover  Development  Corp/Colony  Builders 

Eastover  Development  Corp/Colony  Builders 

Education  Alternatives,  Inc. 

El  Pardo  Corporation 

Elexis  Corporation 

E lex is  Corporation 

Ensun  Corporation 

Enviro/Analysis  Corporation 

Environmental  Protection  Sys. 

Environmental  Protection  Sys. 

Environmental  Technology  Group  Corp. 

Enzon,  Inc.  ( f ka  GENEX) 

Enzon,  Inc.  (fka  GENEX) 

Equine:  Royalty  Receiv.  (Trust) 

Erwin  Trucking  Inc. 

Executone  Information  Systems,  Inc. 

Exidyne  Corporation 

Explo  Group,  Inc. 

Explo  Group,  Inc. 

Explo  Liquidating  Trust 

Fabcon  Caribbean,  Ltd. 

Fabcon  Do  Brazil 

Fabcon  Philippines 

Falco  Data  Products  Inc. 

Falco  Data  Products  Inc. 

Falco  Data  Products  Inc.* 

Film  Rental  Libraries  Inc.* 

First  Colony/Allen  Brown 

First  Puerto  Rico  Capital,  Inc. 

First  Venture  Capital  Corporation 

First  Venture  Capital  Corporation 

First  Venture  Capital  Corporation 

Florez,  Linda  M. 

Florida  Gold  Chicken,  Inc 

Food  Services  International 

Foote,  David  W. 

Fortenberry,  Dalton 

Four-Hay  Suspension  Products,  Inc. 

Fox  Motor  Company 

Frame  Venture  of  Orange 

Freeway  Grocery 

Funds  of  Feature  Films  I 

C-O  Furniture,  Inc. 

G-O  Furniture,  Inc. 

GTS  Corporation 

Garcia,  Maria  T. 


Date  SBA 

Acquired 

Asset 

Valuation 

05/10/94 

0 

05/10/94 

0 

04/13/92 

11,000 

08/01/84 

20,000 

04/29/93 

0 

04/29/93 

0 

04/29/93 

350,000 

10/30/90 

0 

10/30/90 

0 

08/30/93 

0 

06/12/90 

1 

12/17/93 

5,801 

12/17/93 

6,042 

03/10/94 

0 

12/18/91 

0 

05/29/91 

0 

12/18/91 

0 

05/29/91 

100,000 

04/13/92 

0 

04;i3/92 

0 

08/01/84 

32,000 

02/14/90 

0 

04/22/93 

0 

02/05/93 

0 

04/22/93 

0 

04/22/93 

0 

04/22/93 

17,813 

12/18/91 

0 

12/18/91 

0 

12/18/91 

0 

08/10/90 

0 

08/10/90 

98,142 

07/01/94 

150,000 

10/06/92 

0 

10/30/90 

0 

11/01/89 

9,725 

04/29/93 

0 

04/29/93 

0 

04/29/93 

0 

03/10/83 

1,603 

05/10/94 

0 

12/17/93 

0 

04/11/94 

0 

01/09/92 

0 

02/23/94 

0 

01/09/92 

0 

09/30/93 

0 

08/30/93 

0 

02/23/94 

40,000 

06/29/89 

0 

08/26/89 

0 

06/15/93 

0 

06/12/90 

1 
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SBA  Owned  Assets 
Printed  03/16/95 


Small  Busineaa  Concern 

General  Electronics  Systems 

General  Electronics  Systems 

Geodyne  Resources 

Geodyne  Resources 

George  H.  Thomas  Realty 

Gersh,  Max 

Gilliam  Cononunicatione,    Inc. 

Glade  Whiting 

Glas-Craft 

Glaa-Craft 

Glas-Craft 

Glendale  Recreation  Company 

Global  Security  Specialists 

Golden  Sitlcos  Resources 

Golden  Triangle* 

Gomez,  Hortensia  -  DDS 

Gonzalez,  Feliciano 

Good  Software  Corporation 

Good  Software  Corporation 

Good  Software  Corporation 

Good  Software  Corporation 

Good  Software  Corporation 

Good  Softwaure  Corporation 

Good  Software  Corporation 

Good  Software  Corporation 

Good  Software  Corporation 

Good  Software  Corporation 

Good  Software  Corporation 

Goes,  Or.  Carroll  W. ,  M.D.* 

Gradco  Systems,  Inc. 

Gradco  Systems,  Inc. 

Graphic  Forms 

Great  States  -  UTA 

Great  States  -  UTA 

Great  States  -  UTA 

Great  States  -  UTA 

H-R  Industries,  Inc. 

HII  Corp  d/b/a  East  Canton  Corp. 

HII  Corp  d/b/a  Fieldstone 

Hackaway  Corporation 

Hallwood  Energy  Ptn,  LP  (prev.  Saxon  Oil) 

Hamilton  Constuction 

Harman  International  Industries,  Inc. 

Health  Care  News 

Health  Care  News 

Helm  Resources  Inc.* 

Helm  Resources  Inc.* 

Helm  Resources  Inc.* 

Hercules  Limited  Partnership* 

Hercules  Offshore  Corporation 

Hercules  Offshore  Corporation 

Heritage  Properties  Inc. 

Kermis,  Tajidos 


Date  SBA 
Acquired 

Asset 
02/23/94 
02/23/94 
02/05/93 
02/05/93 
02/14/90 
04/11/94 
11/29/83 
03/10/83 
12/18/91 
12/18/91 
12/18/91 
03/10/83 
02/14/90 
02/23/94 
07/01/94 
05/10/94 
06/12/90 
02/05/93 
02/05/93 
02/05/93 
08/30/93 
08/30/93 
08/30/93 
03/06/91 
03/06/91 
05/31/90 
05/31/90 
02/05/93 
04/22/92 
02/23/94 
05/30/91 
06/12/90 
10/30/90 
10/30/90 
10/30/90 
10/30/90 
08/30/93 
08/25/87 
08/25/87 
10/22/93 
10/30/90 
05/01/89 
08/12/93 
01/29/92 
01/29/92 
10/06/92 
10/06/92 
10/06/92 
10/06/92 
12/17/93 
12/17/93 
10/30/90 
06/12/90 


Valuation 

13,000 

5,000 

0 

0 

0 

0 

11,000 

11,950 

0 

0 

0 

4,500 

41,445 

0 

100,000 

0 

1 

0 
0 
0 

1,000 

62,917 

32,892 

15,000 

0 

0 

0 

0 

14,823 

0 

0 

17,260 

0 

0 

0 

0 

0 

0 

0 

26,300 

0 

0 

0 

0 

0 

17,000 

0 

0 

0 

0 

0 

0 

1 


r\r\     Ti  /T 
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SBA  Owned  Assets 

Printed  03/16/95 


Small  BualnesB  Concern 

Hickey,  Paul  E. 

HicJtey,    Paul   E. 

HtcJcory  Run,    Inc. 

High  Chaparral  Ranches  (sub  of  Tr.  Mgmt. ) 

High  Chaparral  Ranches  (sub  of  Tr.  Mgmt.) 

Hoffman  Aasociates,  Ltd 

Household  Fragrances,  Inc. 

Household  Fragrances,  Inc. 

Housing  Development  Associates,  Ltd. 

Housing  Development  Associates,  Ltd. 

Huntington  Beach  Associates 

Hutt,  Paul  &  Roberta 

Hutt,  Paul  &   Roberta 

IBF  Company 

IBF  Company 

IBF  Company 

IBF  Company 

Ideas,  Inc. 

Imperial  Roof  &  Truss,  Inc 

Imperial  Roof  Si  Truss,  Inc. 

Imperial  Termite  &  Pest  Control 

Impulse  Sports  Training  Systems,  Inc 

In  The  Spirit  Company 

Indepth  Data,  Inc. 

Indepth  Data,  Inc. 

Indepth  Data,  Inc. 

Indepth  Data,  Inc. 

Indepth  Data,  Inc. 

Indigo  Press,  Inc. 

Inn  Paradise 

Innkeepers  Telemanageraent  Sl   Equip  Corp 

Innovative  Concepts* 

Innovative  Concepts* 

International  Marketing,  Inc. 

Itere,  Inc.  (formerly  InterTest) 

Itere,  Inc.  (formerly  InterTest) 

Itere,  Inc.  (formerly  InterTest) 

Itere,  Inc.  (formerly  InterTest) 

James  Investment  Realty 

James  River  Capital  Associates 

Jesus  Santiago  Custom  Home  Broker 

Jordan,  Shirley  G  d/b/a  Backstreet  Lounge 

Juniper  Flats  Ltd.  Part. 

KLPL  Radio  Station/DBIC 

KQQK,  Inc. 

KTC,  Inc. 

KTC,  Inc. 

Kachina  Broadcasting 

Ree  Kee's/DBIC 

Keystone  Camera  Products 

Keystone  Camera  Products 

Keystone  Camera  Products 

Kinesis  Inc. 


Date  SBA 

Acc[uir.ed 

Asset 

Valuation 

04/11/94 

50,000 

04/11/94 

40,000 

02/28/85 

57,092 

06/22/78 

35,837 

06/22/78 

308,000 

10/30/90 

0 

10/22/93 

0 

10/22/93 

0 

05/23/94 

0 

05/23/94 

1 

05/23/94 

0 

03/31/93 

2,993 

03/31/93 

7,412 

12/18/91 

0 

12/18/91 

0 

12/18/91 

18,500 

12/18/91 

0 

06/12/90 

0 

05/10/94 

0 

05/aO/94 

0 

02/14/90 

788 

12/18/91 

0 

02/23/94 

0 

10/22/93 

0 

10/22/93 

0 

10/22/93 

0 

10/22/93 

0 

10/22/93 

0 

04/13/92 

0 

07/29/94 

0 

10/22/93 

0 

07/01/94 

0 

07/01/94 

0 

05/10/94 

0 

08/10/90 

0 

08/10/90 

0 

08/10/90 

0 

08/10/90 

0 

05/01/89 

0 

04/22/93 

0 

05/10/94 

0 

02/14/90 

0 

02/05/92 

0 

01/09/92 

0 

09/30/93 

108,301 

08/12/93 

150,000 

08/12/93 

0 

08/30/93 

0 

01/09/92 

0 

02/23/94 

0 

12/17/93 

0 

12/18/91 

0 

03/31/93 

0 
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SBA  Owned  Asaeta 
Printed  03/16/95 


Small  Buaineaa  Concern 

Kineaia  Inc. 

King  SBIC 

Kitchen  &   Bath  International  Corp 

La  Fondue  Restaurant,  Inc. 

Lag  Investment 

Lancaster  Blvd.,  Ltd.  (p)* 

Land  (REO) 

Lapin,  Totz  &  Mayer 

Larson,  Birgitta  G. 

Legeis  Resources,  Inc. 

Lenape  Inn 

Libreria  Cristiana  Interamericana,  Inc. 

Lieberman 

Lifeline  Technology  Corporation* 

Lifeline  Technology  Corporation* 

Lifeline  Technology  Corporation* 

Livingston  Capital,  Ltd. 

Lomak  Petroleum  Inc.  (prev.  Dallas  Oil) 

Lomax  Exploration 

Lomax  Exploration 

Lomax  Exploration 

Longwood  Tennis  &  Health  Club,  Inc. 

Longwood  Tennis  S  Health  Club,  Inc. 

Longwood  Tennis  C  Health  Club,  Inc. 

Loxcreen  Company 

Lucas,  Henry,  D.D.S. 

Lujan,  Benjamin* 

Lumina  Ave.,  Inc. 

Lynton  Group,  Inc. 

MAASEH  TOB,  Inc.  c/o  Robert  Howard 

Madiga,  Inc. 

Magdad/Maglcid  (formerly  Magnuson) 

Maintrust,  Corp. 

Management  Services  International 

Map  Pads,  Inc.  -  Judgment 

Maria  Svardlik  Borintex 

Mariner  Cordage  (Nylon  Net) 

Martin  Development  Corp. 

Martin  Development  Corp.  (Stk  Repurchase  Agr) 

Mashatt  &   Mashatt 

Masonboro  Partners,  Ltd. 

Maxima  International  Inc. 

Maya  Properties 

McOaniel,  Fielden  &  Jane 

McMurray,  Glenn 

McHurray,  Kent  J. 

McWilliams,  Louie 

Meadowbrook  Partners 

Media  Development  Industries,  Inc. 

Medical  Resources,  Inc. 

Menchaca,  Ivan 

Mercer,  Steven  L.,  dba  Time  Out  Take  Out 

Merle  Norman  Cosmetics 


Date  SBA 

Acquired 

Asset 

Valuation 

03/31/93 

0 

10/22/93 

0 

05/10/94 

0 

05/10/94 

0 

06/12/90 

50,000 

04/22/92 

0 

06/22/78 

0 

01/29/92 

162,184 

03/10/83 

10,168 

01/29/92 

0 

08/26/92 

659,367 

05/10/94 

0 

05/23/94 

247,648 

10/06/92 

0 

10/06/92 

0 

10/06/92 

0 

01/29/92 

0 

05/30/91 

0 

02/05/93 

0 

02/05/93 

7 

02/05/93 

6 

10/22/93 

0 

10/22/93 

0 

10/22/93 

0 

10/30/90 

175,000 

04/22/93 

3,634 

04/22/92 

2,264 

10/30/90 

0 

10/22/93 

200,000 

01/09/92 

0 

05/10/94 

0 

08/10/90 

0 

05/10/94 

0 

12/17/93 

1 

05/10/94 

0 

06/12/90 

1 

08/30/93 

0 

08/30/93 

80,262 

08/30/93 

39,601 

07/29/94 

0 

10/30/90 

0 

05/10/94 

0 

05/10/94 

0 

03/06/91 

0 

03/10/83 

13,880 

03/10/83 

1,149 

01/09/92 

0 

10/30/90 

0 

10/22/93 

0 

06/15/93 

0 

06/12/90 

1 

02/14/90 

97,076 

05/01/89 

0 
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SBA  Owned  Assets 
Printed  03/16/95 


Small  BuBJneos  Concern 

Metropolitan  Telecomm,  Inc. 

Miami  Foods,  Ltd. 

Miami  Foods,  Ltd. 

Millcreek  Mobile  Home  Owners,  Inc. 

Mircom,  Inc. 

Morfa  Healthcare,  Inc. 

Mountain  Cliff e  Inc.  (Note) 

Mountain  Express  Rent-A-Car,  Inc. 

Multiphonic  Corp. 

NCHP 

Nash  Communications  Corporation 

Nash  Communications  Corporation 

Nash  Communications  Corporation 

Nash  Communications  Corporation 

National  Auto  Detail  aka  Pinetree 

National  Development  Bank  of  WA 

Needlecraft  Corp.  of  America* 

Neptune  Assoc.  Inc. 

Netcor* 

Netcor* 

Neudai,  Inc. 

New  England  Digital  Corporation 

New  Line  Cinema  Corporation 

New  York  Farm  Network,  Inc. 

New  York  National  Bank 

Newport  Associates,  Inc. 

Northern  Enter,  c/o  5500  S  Marginal  Assoc. 

Norwest  Corporation* 

Norwest  Corporation* 

OK  Tires 

Ocean  Sciences 

Off  the  Wall  I 

Offices  &  Services  Management  Inc.* 

Offices  &  Services  Management  Inc.* 

Offices  &  Services  Management  Inc.* 

Oil  Broadcasting 

Oleander  Apartments  (p)* 

Omega  Capital  Corporation 

Omega  Sunspace,  Inc. 

Optical  Specialties,  Inc. 

Optical  Specialties,  Inc. 

Optical  Specialties,  Inc.* 

Orench,  Louis  Ramas 

Ortis,  Juan 

Our  Shop  Inc.  aka  Elliot's  Body  Shop,  Inc. 

Out  Patient  Program  Inc. 

P.J.R.  Tavern,  Inc. 

P.J.R.  Tavern,  Inc. 

P.R.  Accounting 

PRACO  Investment  Corporation 

Pabon,  Ramon  A. 

Pacific  Management,  Ltd. 

Pacific  Management,  Ltd. 


Date  SBA 

Acquired 

Asset 

Valuation 

05/10/94 

0 

12/17/93 

0 

04/13/92 

0 

03/10/83 

6,783 

07/29/94 

0 

05/10/94 

0 

08/01/84 

0 

05/31/90 

0 

03/31/93 

0 

OS/23/94 

500,000 

08/25/87 

21,875 

06/29/89 

26,563 

08/26/89 

0 

08/25/87 

0 

08/30/93 

0 

08/30/93 

1,000 

10/06/92 

0 

10/30/90 

0 

07/01/94 

0 

07V01/94 

0 

02/28/85 

1,546 

02/23/94 

0 

12/18/91 

0 

03/31/93 

16,999 

06/12/90 

12,500 

09/01/93 

12,304 

12/18/91 

100 

07/01/94 

0 

07/01/94 

0 

07/29/94 

0 

07/29/94 

0 

09/30/93 

0 

10/06/92 

25,000 

10/06/92 

0 

10/06/92 

0 

08/30/93 

10,000 

04/22/92 

725,000 

03/06/91 

0 

08/30/93 

100,000 

02/23/94 

3,750 

08/10/90 

0 

07/01/94 

0 

06/12/90 

1 

06/12/90 

1 

08/30/93 

73,000 

05/10/94 

0 

10/22/93 

78,779 

10/22/93 

133,900 

06/12/90 

23,830 

06/12/90 

1 

06/12/90 

11,540 

12/18/91 

0 

12/18/91 

0 
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SBA  Owned  Assetis 
Printed  03/16/95 


Small  BuBJneBB  Concern 

Pacific  Western  Bancsharea 

Pacific  Weetern  Bancsharea 

Palomar  Industrial  Ltd  Part. 

Paratech,  Inc.  aka  Computreat 

Paratech,  Inc.  a)ca  Computreat 

Parfi  Perfume,  Inc. 

Park  Cedar  Associates 

Parkway  Land  Co. 

Particle  Technologies 

Particle  Technologies 

Particle  Technologies 

Parvin  Rublecava 

Paeta  Via  International,  Inc. 

Pearson  Yachts  Corporation 

Pearson  Yachts  Corporation 

Pearson  Yachts  Corporation 

Perfect  Recipe,  Inc. 

Petrogen 

Petrogen 

Petrogen 

Petrogen 

Petrogen 

Petrogen 

Petrogen 

Pinion  Broadcasting 

Pioneering  Controls  Technology 

Pioneering  Controls  Technology 

Pioneering  Controls  Technology 

Plains  Resources,  Inc. 

Plott  Manufacturing,  Inc.  (Master /Tex  Ind) 

Plott  Manufacturing,  Inc.  (Master/Tex  Ind) 

Polaris  Energy  Development  Co/Golden  Sitka 

Porky  Meat  Products  -  Judgment 

Positron  Corporation 

Positron  Corporation 

Positron  Corporation 

Preco/RCR 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 


Date  SBA 

Acquired 

Asset 

Valuation 

02/23/94 

0 

02/23/94 

0 

02/05/92 

18,750 

03/06/91 

22,500 

03/06/91 

0 

05/10/94 

0 

10/30/90 

0 

06/22/78 

75,000 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

08/30/93 

50,000 

09/01/93 

0 

04/22/93 

0 

04/22/93 

0 

04/22/93 

0 

12/18/91 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

5,000 

08/30/93 

1,000 

02/05/93 

34,000 

02/05/93 

0 

02/05/93 

0 

01/29/92 

0 

04/22/93 

0 

04/22/93 

0 

02/23/94 

0 

05/10/94 

0 

02/05/93 

0 

02/05/93 

0 

02/05/93 

706 

08/30/93 

26,273 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 
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SBA  Owned  Asaeta 
Printed  03/16/95 


Small  Bufllneaa  Concern 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour 

Prentice  Colour,  Inc. 

Prentice  Colour,  Inc. 

Prentice  Colour,  Inc. 

Prentice  Colour,  Inc. 

Prentice  Colour,  Inc. 

Prentice  Colour,  Inc. 

Prentice  Colour,  Inc. 

Prentice  Colour,  Inc. 

Prinariua  Aaaociates 

Primariua  Aaaociates 

Prinr.ariua  Aaaociates 

Primariua  Aaaociates 

Profitkey  International,  Inc. 

Profitkey  International,  Inc. 

Profitkey  International,  Inc. 

Pueblo  Broadcasting  Corporation 

Pueblo  Broadcaating  Corporation 

Puig,  Samuel 

Quail  Pipe  Corporation 

Quail  Pipe  Corporation 

Quail  Pipe  Corporation 

Quality  Automotive  Co. 

Quantum  Electronic  Syatema 

Quantum  Electronic  Systema 

Quantum  Electronic  Systems  (Gen  Elect  Sya) 


Date  SBA 

Acquired 

Asset 

Valuation 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03^0/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

0 

03/10/94 

57,000 

03/10/94 

0 

02/05/93 

0 

02/05/93 

0 

02/05/93 

25,013 

02/05/93 

0 

05/31/90 

0 

05/31/90 

0 

05/31/90 

0 

02/05/93 

0 

03/31/93 

0 

03/31/93 

0 

02/23/94 

0 

02/23/94 

0 

12/17/93 

957,428 

12/17/93 

200,000 

04/13/92 

30,000 

08/30/93 

0 

08/30/93 

0 

06/12/90 

1 

03/10/94 

0 

03/10/94 

0 

03/10/94 

220,000 

04/22/93 

0 

08/30/93 

15,000 

08/30/93 

5,000 

02/23/94 

0 
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SBA  Owned  Asaeta 
Printed  03/16/95 


Small  Bualneaa  Concern 

Quantum  Electronic  Syatems  (Gen  Elect 

Quantum  Electronic  Syatema  (Gen  Elect 

Quantum  Electronic  Syatema  (Gen  Elect 

Quantum  Electronic  Syatema  (Gen  Elect 

Quantum  Electronic  Syatema  (Gen  Elect 

Quantum  Electronic  Syatema  (Gen  Elect 

Quantum  Electronic  Syatema  (Gen  Elect 

Quantum  Electronic  Syatema  (Gen  Elect 

Quantum  Electronic  Syatema (p)* 

Quantum  Electronic  Syatema (p)* 

Quantum  Electronic  Syatema (p)* 

Quantum  Electronic  Syatema (p)* 

Quantum  Electronic  Syatema (p)* 

Queat  Co ' a 

Quinatar  Corporation 

Quinatar  Corporation  (f.k.a.  Specter, 

RMJF,  Inc. 

Raatreo-Sat,  Inc. 

Raatreo-Sat,  Inc. 

Real  Eatate  (Sea  Oata  Aasoc.) 

Realty  Aaaociatea  Corporation 

Reboyraa,  Joae  Velez 

Receivership  Property 

Reflectiona  at  Victorville* 

Remote  Control  Technology,  Inc. 

Reanak,  Rudolph 

Reaonex* 

Reataurant  Development  Group 

Rey  Brakea,  Corp. 

Ridgewood  Corporation 

Rio  Bravo  Canyon  Country  (p)* 

Rioa,  Auguatine  &  Stapleton,  Michael 

Rivera,  Ovidio  Zayaa 

Robela,  Roaendo 

Roberto  Bayron  &  Aaaociatea 

Roc-Saw  International 

Rocky  Mountain  Stockman 

Roffe  Containera 

Roaa  Industriea 

Royal  Contractora 

Royal  Land  Co-Deerfield  Beach 

Royal  Popular  Printing,  Inc. 

Ruppert,  Matthew  dba  Ruppert  Conatr. 

S2  Golf,  Inc. 

SBAC  -  Office  Building 

SJCC  Broadcaating  Corp. /Madera  (p)* 

SJCC  Broadcasting  Corp. /Madera  (p)* 

SJCC  Broadcaating  Corp. /Madera  (p)* 

SJCC  Broadcasting  Corp. /Madera  (p)* 

SSS  Diesel  Repairs 

Sage  Enterpriaea,  Inc. 

San  Fernando  Development 

San  Joaa  SBIC,  Inc. 


Sya) 
Sya) 
Sya) 
Sya) 
Sya) 
Sya) 
sya) 
Sya) 


Inc) 


Date  SBA 

Acquired 

Aaaet 

Valuation 

02/23/94 

0 

02/23/94 

0 

02/23/94 

0 

02/23/94 

0 

02/23/94 

0 

02/23/94 

0 

02/23/94 

0 

02/23/94 

0 

04/22/92 

0 

04/22/92 

0 

04/22/92 

0 

04/22/92 

0 

04/22/92 

0 

05/01/89 

0 

01/29/92 

500 

03/06/91 

8,000 

10/22/93 

2,000 

08/30/93 

0 

08/30/93 

23,916 

10/30/90 

0 

09/30/93 

0 

06/12/90 

1 

06/21/93 

0 

04/22/92 

0 

10/22/93 

20,000 

05/31/90 

60,352 

07/01/94 

0 

01/29/92 

0 

05/10/94 

0 

08/26/89 

0 

04/22/92 

0 

01/09/92 

733 

06/12/90 

1 

06/12/90 

1 

06/12/90 

22,430 

03/06/91 

4,000 

06/22/78 

15,000 

07/20/93 

16,658 

12/18/91 

0 

06/12/90 

1 

08/01/84 

1,120,000 

05/10/94 

0 

02/14/90 

0 

02/23/94 

0 

07/29/94 

0 

04/22/92 

19,254 

04/22/92 

131,439 

04/22/92 

0 

04/22/92 

169,307 

05/10/94 

0 

10/01/93 

0 

06/12/90 

X 

08/10/90 

0 
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SBA  Owned  Assets 
Printed  03/16/95 


Inc. 
Inc. 
Inc. 


Inc. 


Small  Business  Concern 

San  Miguel  Broadcasting  Company, 

San  Miguel  Broadcasting  Company, 

San  Miguel  Broadcasting  Company, 

Sand  Dollar  Associates 

Sand  Hills  Land  Company 

Sand  Hills  Land  Company 

SawgrasB  Corp.  £  H.  Moebius 

SchrafftB  Ice  Cream  Ltd.* 

Scientific  S  Engineering  Systems, 

Saa  Oats  Associates 

Seagate  Venture  Management  Inc. 

Seagrove  Assoc .  Ltd.  (c/o  Fairfax  Properties) 

Securex* 

Securex* 

Seisdata  Services,  Inc./Trackit 

Shadowood 

Shaker  Sq  Beverages  c/o  Verona  Enter. 

Sherman/Fairfield  L.P.* 

Signature  Financial  Group,  Inc.* 

Simpson  Braewell  Corporation 

Six  Pack  Video  Internt  &  Domestic 

Skyline  Mobile  Home  Estates  LP 

Slack-Horner  Industries 

Smith  Pipe  &  Steel  Co.(p)* 

Smith  Pipe  &  Steel  Supply  c/o  CMNY  Capital 

Softguard  Systems,  Inc. 

Southern  Gulf  Petroleum  Co. 

Southern  Scottish  Inn 

Southfield 

Southfield 

Southwest  Capital  Corporation 

Spear  Financial  Services,  Inc. 

Spruce  Industries,  Inc.* 

Square  Two  Golf  (p)* 

Step'n  Stone,  Inc. 

Sterling  Auto  Body  Shop 

Stewart-Wattley,  Inc.  (aka  Allante) 

Stokes  Communications 

Stone,  Lloyd/First  consortium 

Stonehill  Builders,  Ltd. 

Strategic  Energy  Services 

Suarez,  Isidro 

Sulcus  Computer  Company 

Sumrall,  Carl 

form. 

Inc. 

Inc. 

Inc. 


Sunfish/Laser,  Inc 

Sunyon  Enterprises 

Sunyon  Enterprises 

Sunyon  Enterprises 

Super  One  Hour  Photo 

Supra  Color 

Surface  Protection  Industries, 

Surface  Protection  Industries, 

Surface  Protection  Industries, 


Pearson  Yachts  Cor 


Inc. 
Inc. 
Inc. 


Date  SBA 

Acquired 

Asset 

Valuation 

08/30/93 

1,000 

08/30/93 

50,000 

08/30/93 

10,000 

10/30/90 

0 

07/29/94 

809,141 

07/29/94 

510,760 

08/01/84 

0 

10/06/92 

25,000 

02/05/93 

93,588 

06/15/93 

775 

05/29/91 

0 

10/30/90 

0 

04/22/92 

0 

04/22/92 

0 

10/01/93 

0 

05/23/94 

0 

12/18/91 

0 

10/06/92 

1,000 

10/06/92 

32,000 

07/29/94 

0 

02/23/94 

0 

08/30/93 

2,252 

05/01/89 

100,000 

04/22/92 

0 

12/18/91 

0 

05/30/91 

0 

05/31/90 

0 

07/29/94 

0 

03/10/94 

0 

03/10/94 

0 

08/30/93 

5,000 

02/23/94 

0 

10/06/92 

82,700 

04/22/92 

57,882 

10/22/93 

0 

08/30/93 

0 

08/30/93 

30,000 

08/30/85 

7,500 

01/09/92 

22,000 

10/22/93 

130,000 

03/10/94 

0 

06/12/90 

1 

12/18/91 

0 

01/09/92 

0 

04/22/93 

76,937 

04/11/94 

0 

04/11/94 

0 

04/11/94 

0 

06/12/90 

1 

07/29/94 

0 

06/21/93 

0 

06/21/93 

0 

06/21/93 

0 
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SBA  Owned  Assets 
Printed  03/16/95 


Small  Business  Concern 

Syconex  Corp. 

Sy stemware.  Inc. 

Sy stemware.  Inc. 

T-Hydronics,  Inc. 

T-Hydronic8,  Inc. 

T-Hydronic8,  Inc. 

TDX  Corporation 

TVI  Corp.  Inc.* 

TVI  Corp.  Inc.* 

Tannery  West  Corporation 

Tapia,  Eric 

T2urtan  Corporation 

Tartan  Corporation 

Technology  Associates  (c/o  Ffx  Properties) 

Technology  Associates  Ltd. 

Telecommunication  Marketing,  Inc. 

Teletrak  Advance  Technology  Systems* 

Tennessee  Resources,  Inc. 

Test  Systems  Strategies,  Inc. 

Test  Systems  Strategies,  Inc. 

Texas  Meridan  Resources,  Ltd. 

The  Class  Act  Limited  Partnership 

The  GR  Group,  Inc.  (f.k.a.  GRES) 

The  Villa  (John  T.  Cappom) 

Thomas  Drive  Apartments 

Torche,  Carlos 

Toirtillas,  Inc. 

Tortillas,  Inc. 

Tortillas,  Inc. 

Transpace  Ceurriers,    Inc. 

Transpace  Carriers,  Inc. 

Tri-Ex  Development  Corp . * 

Tri-Ex  Oil  &  Gas* 

Tr iguero /Oldham* 

Triguint  Semiconductor  Inc.* 

Oltramotive  Corp. 

Ultramotive  Corp. 

Oro-Tech,  Ltd. 

Utah  Capital  Corporation 

VCM  Group,  Inc. 

VIP  International,  Inc 

Vacation  Homes,  Inc. 

Vacation  Homes,  Inc. 

Valley  Verde  Development  Corporation 

Vanzetti  Systems  Inc. 

Vanzetti  Systems  Inc. 

Vera  Brothers,  Inc. 

Voicemail  International,  Inc. 

Voicemail  International,  Inc.(p)* 

VosB,  Trustee 

HWD  Limited  Partnership 

Walker  Furniture 

Walfflsley,  Helga  &   Anthony 


Date  SBA 

Acquired 

Asset 

Valuation 

10/30/90 

0 

05/29/91 

0 

05/29/91 

150,000 

02/05/93 

87,501 

02/05/93 

111,250 

02/05/93 

76,764 

10/22/93 

1,324,800 

10/06/92 

0 

10/06/92 

0 

12/18/91 

0 

06/12/90 

5,300 

07/29/94 

1,152,293 

07/29/94 

4,935,716 

10/30/90 

0 

06/15/93 

0 

08/30/93 

100 

10/06/92 

0 

02/23/94 

0 

10/01/93 

0 

10701/93 

0 

05/31/90 

0 

09/30/93 

0 

04/22/93 

0 

05/01/89 

0 

07/29/94 

0 

06/12/90 

1 

08/30/93 

0 

08/30/93 

1,000 

08/30/93 

0 

02/23/94 

75,000 

02/23/94 

0 

10/06/92 

100 

10/06/92 

0 

04/22/92 

0 

10/06/92 

0 

08/30/85 

7,734 

08/30/85 

1,219 

02/05/93 

145,695 

03/10/83 

0 

11/29/83 

0 

05/10/94 

0 

12/18/91 

0 

12/18/91 

0 

06/12/90 

1 

01/29/92 

1,750 

10/01/93 

2,500 

05/10/94 

0 

02/23/94 

0 

04/22/92 

0 

07/29/94 

0 

10/30/90 

0 

01/09/92 

40,000 

04/11/94 

0 
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Small  BuBinena  Concern 
Walnut  Street  Capital  Company 
Walnut  Street  Capital  Company 
Walnut  Street  Capital  Company  (LP) 
Wasatch  Front  Development,  Inc. 
Water  Street  Associates 
Water  Street  Associates 
Webb,  Jack 
Wesenberg,  William 
Wesenberg,  William 
Westbridge  Research  Group 
Westbridge  Research  Group 
Westmont  Partner  L.P.* 
Whitehall  Park  Assoc. 
Whitewater  Creek,  Ltd. 
Williams  of  Maple  Street 
Williams  of  Maple  Street 
Wilson,  J.  &  Associates,  Inc. 
Wilson,  J.  &  Associates,  Inc. 
Wilstead,  Robert  H. 
Wll stead,  Robert  H. 
Windsor  Holding  Corporation 
Windsor  Holding  Corporation 
Wlnsource  Inc.* 
Zaller,  Alvin  B.,  Inc. 
Zaller,  Alvin  B.,  Inc. 
Zwan  Magnetics,  Inc. 
TOTAL:  768 


SBA  Owned  Assets 

Printed  03/16/95 

Date  SBA 
Acquired 

Asset 

Valuation 

06/15/93 

0 

06/15/93 

0 

LP) 

06/15/93 

0 

03/10/83 

0 

10/30/90 

0 

10/30/90 

0 

04/11/94 

0 

01/09/92 

0 

01/09/92 

0 

08/30/93 

40,000 

03/31/93 

160,000 

-^ 

10/06/92 

23,573 

10/30/90 

0 

02/28/85 

14,581 

08/30/85 

0 

08/30/85 

0 

08/30/93 

5,934 

08/30/93 

35,000 

03/10/83 

2,000 

03710/83 

50,000 

12/17/93 

0 

12/17/93 

0 

10/06/92 

0 

08/30/93 

0 

08/30/93 

0 

08/30/93 

0 
526,545,351 

**PrepaLred  and  Reported  by  Data  Management. 
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STATEMENT  OF  SENATOR  LARRY  PRESSLER 

COMMITTEE  ON  SMALL  BUSINESS 

FEBRUARY  10, 1995 


First  of  all,  I  congratulate  Chairman  Bond  on  this,  his  first  hearing  as  Chairman  of  the 
Senate  Committee  on  Small  Business.  As  Ranking  Member  of  this  Committee  during  the  last 
Congress,  I  know  the  challenges  he  faces  and  pledge  my  support.  I  have  full  faith  and 
confidence  in  his  ability  to  lead  the  Committee  during  the  1 04th  Congress. 

I  also  would  like  to  thank  the  Chairman  for  calling  this  important  hearing  on  the  ftiture  of 
the  Small  Business  Administration  (SBA).  I  think  all  in  this  room  would  agree  this  topic  is  one 
which  must  be  addressed  in  the  context  of  current  budgetary  constraints.  As  Chairman  of  the 
Senate  Committee  on  Commerce,  Science,  and  Transportation,  I  have  had  to  make  some  very 
difficult  decisions  regarding  cuts  to  that  committee's  operating  budget.  I  know  Chairman  Bond 
has  done  the  same  thing  here.  Therefore,  I  do  not  think  I  am  out  of  line  in  suggesting  we 
scrutinize  the  SBA  in  a  similar  fashion. 

As  we  examine  the  budget,  however,  we  should  keep  in  mind  the  important  role  the  SBA 
plays  for  the  entrepreneurs  of  our  Nation.  Small  businesses  in  my  home  state  of  South  Dakota 
alone  received  over  $9  million  in  loans  fi-om  the  SBA  during  the  first  half  of  1994.  The  SBA's 
capital  development  and  business  assistance  programs  have  played  a  key  role  in  the  ability  of 
small  businesses  to  be  the  job  creating  force  they  are  today. 

I  am  very  excited  over  the  possibilities  the  next  two  years  hold.  The  administration  and 
this  committee  have  many  very  important  issues  to  address.  The  American  voters  told  us  in 
November  that  the  Federal  government  has  been  urmecessarily  intrusive  in  the  private  sector.  I 
hope  this  committee  will  continue  to  pursue  legislation  that  helps  small  businesses  get  out  fi-om 
under  the  heavy  hand  of  burdens  imposed  by  government  regulation.  It  is  imperative  for 
Congress  and  the  SBA  to  work  together  to  reduce  taxes  and  regulations  for  small  businesses. 
Such  actions  will  encourage  entrepreneurial  growth  and  job  creation. 

Again,  1  welcome  the  leadership  of  Chairman  Bond  and  look  forward  to  getting  on  with 
the  work  of  the  Committee. 
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FOLLOW-UP  OUESTIONS  FROM  SENATE  SMALL  BUSINESS  COMMITTEE 

HEARING  ON  FEBRUARY    10.  1995 

SBA  ADMINISTRATOR  PHILIP  LADER 


SENATOR  PRESSLER 


1996  BUDGET 


1 )   I  notice  the  President  proposes  introducing  a  one-eighth  percent  servicing  fee 
for  7(a)  loans  In  his  1996  budget.    How  do  [you]  expect  this  fee  to  affect  the 
willingness  of  lenders  to  offer  7(a)  loans  to  small  businesses  in  need  of  credit? 
Might  this  exacerbate  reluctance  of  lender  participation  given  last  year's  efforts  to 
decrease  the  subsidy  rate  of  loans? 

RESPONSE:    Currently,  we  are  not  experiencing  a  shortage  of  lenders.    The 
one-eighth  point  fee  will  be  paid  by  the  borrower  and  not  the  lender,  and  therefore 
we  do  not  believe  that  this  fee  will  adversely  affect  loan  participation.    The  lender 
will  collect  it  at  the  time  the  loan  is  made  and  forward  it  to  the  SBA.    The  one- 
eighth  point  is  a  fee  that  will  cover  all  the  servicing  actions  for  the  term  of  the 
loan.    In  the  last  Congress,  the  SBA  was  given  authority  to  charge  $100.00  on 
each  servicing  action  taken  and  $300.00  for  a  loan  assumption  action.    The  one- 
eighth  point  will  replace  the  above  charge  and  will  reduce  substantially  the 
administrative  costs  associated  with  a  fee  being  charged  for  every  action 
throughout  the  life  of  a  loan. 


2)   The  ability  of  small  businesses  to  expand  their  exporting  activities  has  become 
increasingly  important  with  the  implementation  of  the  North  American  Free  Trade 
Agreement  (NAFTA)  and  the  General  Agreement  on  Tariffs  and  Trade  (GATT).    Last 
year  the  SBA  joined  the  Export-Import  Bank  in  an  effort  to  beef  up  SBA's 
previously  lacking  services  in  this  area.   This  year's  budget  calls  for  increased 
support  for  these  centers  located  in  Miami,  Chicago,  Baltimore,  and  Long  Beach, 
California. 

a)  Do  you  have  any  quantified  information  displaying  how  successful 

these  programs  have  been  in  assisting  small  business  export  activity? 


$  123 

$  241 

$  289 

$  417 
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Response:    Quantifiable  results:   The  volume  and  dollar  amount  of  SBA 
export-related  loans  has  risen  steadily  over  the  last  three  years: 

#  loans  $  million 

1991  348 

1992  617 

1993  757 

1994  1,116 

In  FY  1994,  the  SBA  and  the  U.S.  Export-Import  Bank  (Eximbank)  spent 
several  months  harmonizing  and  streamlining  their  respective  export  working  capital 
loan  programs.    The  result  was  the  creation  of  the  Export  Working  Capital  Program 
(EWCP)  which  makes  trade  financing  more  accessible  and  easier  to  use,  both  for 
small  businesses  and  lending  institutions.    The  inauguration  of  this  new  loan 
program  is  expected  to  boost  export-related  loans  even  higher  in  FY  1995. 

SBA's  participation  with  its  sister  export  promotion  agencies  ensures,  for  the 
first  time,  the  delivery  of  complementary  trade  information  and  finance  services 
under  one  roof  to  the  export-ready  small  business  community. 

With  respect  to  institutional  change,  perhaps  the  greatest  difference  in  the 
delivery  of  export  services  to  small  businesses  has  been  the  change  within  the 
Small  Business  Administration  itself,  and  how  it  now  views  its  role  of  assisting 
small  business  exporters.    This  shift  is  especially  noticeable  in  SBA's  export  trade 
finance  programs.  Before  the  Trade  Promotion  Coordinating  Committee's  (TPCC) 
National  Export  Strategy,  the  SBA  had  placed  very  little  emphasis  on  export 
finance.    The  replacement  of  the  Export  Revolving  Line  of  Credit  (ERLC)  with  the 
EWCP  is  a  clear  indication  of  SBA  trying  to  be  more  responsive  to  the  finance 
needs  of  small  business  exporters. 

Another  tangible  example  of  better  delivery  of  trade  services  to  small 
businesses  is  the  SBA's  training  of  more  than  250  agency  personnel  in  the  basics 
of  export  financing.    This  is  the  beginning  of  the  Agency's  long-term  training 
commitment  to  integrate  the  skills  of  trade  financing  into  SBA's  overall  finance 
capability. 

USEACs  and  SBA 

The  USEACs  serve  as  the  Agency's  delivery  platform  for  its  new  trade 
finance  program-the  EWCP.    Placing  the  USEACs  in  key  cities  has  also  created  a 
federal-state  trade  infrastructure  among  state  and  local  trade  resource  partners. 
Prior  to  the  opening  of  the  first  four  USEACs,  a  federal  team  traveled  to  each  of 
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the  pilot  cities  soliciting  input  from  local  trade  resource  organizations.  Although 
open  just  12  months,  the  four  USEACs  have  built  --  and  are  continuing  to  build  -- 
alliances  among  those  partners.    The  same  strategy  will  be  pursued  at  the  next  11 
sites  scheduled  to  open  by  the  end  of  calendar  year  1995. 

Initial  Assessment:    In  October  1994,  nine  months  after  they  opened  their 
doors  to  the  public,  SBA,  Eximbank,  and  the  Department  of  Commerce  (DoC) 
jointly  conducted  a  preliminary  evaluation  of  the  four  pilot  USEACs.  The  main 
purpose  of  this  internal  assessment  was  to  correct  any  problems  in  the  pilot 
centers  and  to  plan  and  shape  the  USEACs  slated  to  open  in  1995  and  1996. 

Results:    The  USEACs  are  a  tangible  result  of  the  National  Export  Strategy. 
As  there  is  no  precedent  or  road  map  for  the  USEACs,  it  is  difficult  to  benchmark 
what  should  be  happening  during  the  first  nine  months  of  a  historic  and  innovative 
trade  service  delivery  system. 

To  date,  the  USEACs  are  off  to  a  good  start,  with  well-qualified  staff  from 
the  three  major  federal  trade  promotion  agencies  co-located  under  one  roof.    This 
common-sense  approach  has  been  lauded  by  exporters  and  the  local  trade  resource 
partners  alike.    The  GAO  and  the  DoC's  Office  of  Inspector  General  are  also 
conducting  a  review  of  the  USEACs. 

b)         Do  you  also  have  quantified  information  showing  use  by  small 
businesses  outside  of  the  major  metropolitan  areas? 

The  data  currently  available  to  us  from  the  USEACs  does  not  allow  us  to 
provide  you  with  a  breakdown  of  clients  by  rural  or  urban  areas. 

While  the  four  existing  USEACs  are  physically  located  in  major  metropolitan 
areas,  the  services  which  SBA  delivers  for  small  business  exporters  are  available  to 
everyone  through  each  of  SBA's  68  District  Offices  and  through  a  large  network  of 
resource  partners  including  SCORE  and  the  SBDCs.    Each  District  Office  has  been 
assigned  a  goal  for  Export  Working  Capital  Program  loans,  and  over  260  of  our  field 
staff  have  been  trained  in  export  financing  programs  since  last  Fall.    We  are  now 
working  on  a  marketing  strategy  to  assure  that  all  small  businesses  which  might 
benefit  from  our  export  assistance  programs  are  aware  of  them. 

Additionally,  the  SBA,  Eximbank  and  DoC  conduct  joint  business  calls  on 
prospective  export  business  clients  beyond  the  geographic  boundaries  of  the 
USEAC  cities  in  an  effort  to  reach  rural  exporters.    The  range  of  services  is  limited 
by  the  size  and  availability  of  staff.    New  EWCP  loans  are  being  made  by  the 
Chicago  and  Los  Angeles  USEACs  to  small  business  clients  outside  of  their 
immediate  municipal  boundaries. 
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3)  It  seems  the  SBA  has  been  mentioned  many  times  as  a  prime  target  for  budget 
cuts.  Yet,  this  years  budget  presents  only  a  modest  decrease  of  six  percent  below 
that  of  last  year. 

a)         Have  you  prepared  yourself  for  drastic  cuts  in  your  budget  that  may 
come  from  Congress? 

RESPONSE:    As  mentioned  in  my  testimony,  the  SBA  has  reduced  its  staff 
size  25  percent  from  1980  to  1994,  while  continuing  to  provide  increased 
customer  service  to  the  small  business  community.    I  will  continue  to  proceed  with 
the  Agency's  commitment  to  restructure,  reorganize  and  reinvigorate  its  operations 
to  become  more  efficient  and  effective. 

The  SBA  is  currently  reviewing  each  of  its  major  programs  to  find  additional 
ways  to  achieve  greater  cost  savings.    For  example,  since  the  President's  budget 
was  submitted  to  the  Congress,  the  SBA  has  announced  two  additional  7(a)  pilot 
programs  that  will  test  additional  efficiencies  and  may  result  in  a  lower  subsidy  rate 
for  the  7(a)  program.    A  brief  summary  of  the  two  7(a)  pilot  programs  are  described 
below: 

Fa$trak:    On  February  13,  1995,  the  SBA  launched  the  FA$TRAK  Program,  a 
two-year  pilot  program,  to  streamline  even  further  the  application  process  for 
small  business  borrowers  who  are  looking  for  loans  of  less  than  $100,000. 
FA$TRAK  allows  participating  lenders  to  use  their  own  documentation  and 
procedures  and  to  apply  an  SBA  guarantee  to  a  loan  without  prior  review  by 
the  SBA.    In  return  for  this  flexibility,  participating  lenders  agree  to  limit  the 
maximum  loan  to  $100,000  and  to  accept  a  maximum  guarantee  of  50 
percent.    The  lower  50  percent  guarantee  will  allow  the  SBA  to  approve 
more  loans  at  a  lower  cost  to  the  government  and  use  SBA  leverage  to 
attract  even  more  private  capital  to  small  businesses. 

The  18  participating  lenders  range  in  size  from  very  small  to  very  large. 
Their  locations  include:    Key  Bank  of  Maine,  First  New  Hampshire  Bank, 
Bank  of  Boston,  Chemical  Bank,  Citibank,  Chase  Manhattan  Bank, 
CoreStates  Bank,  PNC  Bank,  NationsBank,  Barnett  Banks,  Omni  Bank, 
BancOne,  First  Security  Bank  of  New  Mexico,  Boatman's  Bank,  First  Security 
Bank  of  Missoula,  Wells  Fargo  Bank,  Bank  of  America  and  Key  Bank  of 
Washington. 

Alliance:   The  Alliance  Program,  a  two-year  jointly  designed  credit 
decisioning  system  with  Citibank  Federal  Savings  Bank  and  the  SBA,  was 
launched  on  March  10,  1995.    Small  businesses  located  within  the  pilot  sites 
that  have  traditionally  had  only  limited  access  to  capital,  and  yet  which  are 
sufficiently  creditworthy,  will  be  able  to  receive  financing  under  this 
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program.    Specifically,  the  program  will  assist  companies  involved  in  newer 
technologies,  companies  creating  new  jobs  faster  than  others,  and  those 
involved  in  exporting.    The  pilot  locations  include  the  Washington 
metropolitan  area,  Miami  and  San  Francisco  with  expansion  planned  during 
the  pilot  to  Chicago  and  New  York.    The  maximum  loan  amount  is 
$250,000,  with  a  guaranty  by  the  SBA  of  70  percent. 

b)         Even  the  President  of  the  Nation's  largest  small  business  group,  the 
National  Federation  of  Independent  Businesses  (NFIB),  recently  was 
quoted  in  a  December  27,  1994,  article  of  the  Wall  Street  Journal  as 
saying  Congress  should  "cut  government  wherever  it  can,  and  if  that 
includes  the  SBA,  so  be  it."    How  would  you  respond  to  this  comment 
and  general  mentality  toward  the  SBA? 

RESPONSE:    The  SBA  has  over  the  years  become  a  more  efficient  agency 
and  has  responded  to  the  need  to  downsize  and  streamline,  while  improving  the 
quality  of  service  provided  to  its  small  business  customers.    For  example,  the 
number  of  Agency  employees  has  decreased  from  4,780  in  FY  1980  to 
approximately  3,600  today.    At  the  same  time,  the  amount  of  total  financial 
assistance  provided  has  doubled  from  $5.5  billion  in  FY  1980  to  a  projected  $11.5 
in  FY  1995.    And,  using  the  7(a)  program  as  an  example,  the  currency  rate  of  the 
loans  has  improved  drastically.    In  FY  1984,  the  currency  rate  in  the  7(a)  program 
was  72.4  percent.    Ten  years  later,  in  FY  1994,  the  currency  rate  was  88.7 
percent. 

These  numbers  are  impressive,  however,  the  impact  that  the  SBA  has  on 
small  businesses  is  best  shown  one  loan  at  a  time.    I  have  attached  some  articles 
for  the  record  to  illustrate  how  the  SBA  helps  the  Nation's  small  businesses. 


4)    I  see  in  your  testimony  the  SBA  has  streamlined  some  of  its  functions  and 
therefore,  has  been  able  to  reduce  staff.    I  understand  approximately  150  staff 
members  have  been  moved  from  Regional  offices  to  District  offices.    I  also 
understand  these  moves  were  voluntary.    How  do  you  ensure  employees  are 
moving  to  areas  that  need  the  most  assistance? 

RESPONSE:    As  you  are  aware,  in  1993  the  SBA  began  the  first  phase  of 
reallocating  staff  to  the  "front  line"  in  our  field  offices  through  voluntary 
reassignments.    A  total  101  employees  were  moved  from  the  central  office  and  the 
regional  offices  to  field  offices.    In  addition,  34  field  office  staff  were  reassigned  to 
different  field  offices  where  their  services  were  needed.    If  the  skills  of  staff 
transferred  did  not  meet  the  needs  of  the  office,  training  was  provided.    However, 
in  the  vast  majority  of  cases,  employees  were  able  to  perform  their  new 
assignments  right  away. 
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Currently  we  are  examining  a  number  of  scenarios  to  further  streamline  our 
operations  without  affecting  the  quality  of  services  that  we  provide  to  the  small 
business  community. 

5)    I  am  pleased.  Administrator  Lader,  that  you  are  directing  the  agency  to  become 
more  active  in  helping  small  businesses  fight  burdensome  regulation.   This  is  an 
issue  with  which  I  am  very  concerned. 

a)         Has  the  Administration  taken  a  position  on  any  piece  of  legislation 
introduced  this  Congress  aimed  at  fighting  regulation? 

RESPONSE:    Yes,  the  Administration  has  already  testified  on  several  specific 
pieces  of  regulatory  reform  and  paperwork  reduction  legislation  introduced  this 
Congress.    With  regard  to  the  Regulatory  Flexibility  Act  (RFA),  the  Small  Business 
Administration  testified  on  the  February  3,  1995,  before  the  Subcommittee  on 
Commercial  and  Administrative  Law  of  the  House  Judiciary  Committee  on  the 
regulatory  flexibility  provisions  of  H.R.  9,  the  Job  Creation  and  Wage  Enhancement 
Act.    In  addition,  our  Agency  testified  before  the  House  Small  Business  Committee 
on  the  same  subject  on  February  10,  1995. 

On  January  19,  the  Office  of  Management  and  Budget  (OMB)  testified  before 
the  Government  Reform  and  Oversight  Committee,  Subcommittee  on  National 
Economic  Growth,  Natural  Resources  and  Regulatory  Affairs  on  H.R.  450,  the 
Regulatory  Transition  Act  of  1995.    OMB  testified  against  H.R.  450  on  the  grounds 
that  Is  a  distraction  from  the  underlying  problem  -  that  of  improving  current 
regulations  and  the  regulatory  process  -  and  indeed  delays  the  work  necessary  to 
change  the  system  for  the  better.    On  January  27,  1995,  OMB  testified  before  the 
House  Small  Business  Committee  on  the  paperwork  reduction  title  of  H.R.  9,  the 
Job  Creation  and  Wage  Enhancement  Act.    In  its  testimony.  OMB  urged  the 
Committee  to  consider  incorporating  the  features  of  S.  244,  the  Paperwork 
Reduction  Act  of  1995,  which  has  the  full  support  of  the  Administration.    S.  244 
contains  the  significant  features  embodied  in  H.R.  9,  Title  V,  but  also  reflects 
additional  improvements. 

The  Administration  has  been  and  continues  to  be  a  strong  advocate  for 
allowing  judicial  review  of  economic  analyses  conducted  pursuant  to  the  Regulatory 
Flexibility  Act  (RFA).    The  RFA  Is  a  procedural  statute  which  requires  agencies  to 
analyze  the  Impact  of  their  proposed  rules  on  small  entities,  and,  wherever 
possible,  reduce  the  burdens  imposed  by  them.    Although  the  law  has  been  on  the 
books  since  1981,  it  has  not  been  as  successful  as  it  might  have  been  because 
there  Is  no  enforcement  mechanism.    Judicial  review  of  decisions  made  under  the 
RFA  will  provide  the  necessary  enforcement. 


102 


6)   The  SBA  provides  many  valuable  business  development  programs  through 
various  programs.   This  year's  budget  calls  for  the  elimination  of  the  Small 
Business  Institute  (SBI)  Program. 

a)  Have  you  explored  ways  to  combine  the  expertise  of  the  Small 
Business  Development  Centers  (SBDCs)  and  the  Service  Corps  of 
Retired  Executives  (SCORE)  for  the  purposes  of  women's  or  minority 
business  development? 

b)  Might  this  be  a  good  way  to  improve  the  quality  of  services  provided 
by  these  programs  while  saving  a  great  deal  of  overlapping  expense? 

RESPONSE:    Because  of  the  functions  and  staffing  of  the  organizations  are 
different,  there  is  not  an  overlapping  of  expense.    Although  the  SBDC  and  SCORE 
programs  both  provide  services  to  clients  which  are  starting,  managing  or  growing 
a  small  business,  the  differences  in  these  programs  would  not  make  consolidation 
the  most  effective  means  of  providing  service  to  the  diverse  group  of  clients 
currently  being  served  by  each.    For  example,  SCORE  generally  deals  with  many 
more  pre-start  up  clients  (or  those  who  are  just  beginning  to  think  about  going  into 
business)  by  conducting  many  pre-business  workshops.    The  SBDCs  generally 
focus  on  existing  businesses.   There  has  been  a  good  division  of  labor  between 
these  two  programs  for  pre-start  up  clients. 

Both  programs  work  closely  with  each  other,  referring  clients  and 
participating  in  joint  training  activities. 

SCORE  counseled  218,476  clients  in  FY  1994:    70,350  were  women  and 
71,879  were  minorities.    SCORE  trained  119,315  in  FY  1994:    39,487  women  and 
15,185  minorities.  The  SBDCs  counseled  224,995  small  business  clients  in  FY 
1994:    72,538  women  and  44,041  minorities.   The  SBDCs  provided  training  for 
331,987  small  business  clients  in  1994:    144,686 
women  and  57,097  minorities. 

Both  programs  are  public/private  partnerships.   The  SBDC  program   is  a 
mandated  partnership  program  requiring  both  100  percent  matching  funds  and  the 
utilization  of  private  sector  participation  and  funding.   The  SBDC  program  employs 
paid  staff  to  do  counseling  and  training.    The  SCORE  program  is  operated  entirely 
with  volunteers.    The  expertise  and  resources  provided  by  both  is  necessary  for 
SBA  to  provide  quality  expertise  to  meet  the  diverse  needs  of  the  SBA's  small 
business  clients. 
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503  LOANS 

P.L.  103-403,  the  SBA  Reauthorization  and  Amendments  Act  of  1994, 
included  a  provision  to  provide  relief  to  borrowers  parti'cipating  in  the  503 
development  company  program.    503  borrowers  previously  had  been  trapped  under 
extremely  high  interest  rates  carried  over  from  1980s. 

a).        Could  you  tell  the  committee  how  this  program  is  progressing? 

RESPONSE:    Letters  have  been  sent  to  all  3400  borrowers  describing  the 
program  with  instructions  provided  for  the  prepayment  process  for  borrowers 
wishing  to  rollover  into  a  new  504  and  those  wishing  to  prepay  by  some  other 
means.    Borrowers  had  until  February  22  to  notify  us  their  intent  to  participate. 
We  will  be  doing  prepayment  every  2  weeks  beginning  in  April  and  ending  in 
August. 

b).        Do  you  have  any  indication  as  to  how  many  borrowers  plan  to 
participate? 

RESPONSE:    Yes.    A  total  of  753  borrowers  wanted  to  prepay,  of  which  223 
borrowers  opted  to  refinance  with  a  504  loan,  and  530  borrowers  are  prepaying. 

c).        Could  you  estimate  what  their  new  interest  rates  would  be? 

RESPONSE:    The  interest  rate  for  rollovers  will  depend  on  market  conditions 
at  the  time  of  the  rollover.    The  504  interest  rate  for  March  was  8.1  percent. 

The  amount  of  prepayment  penalty  depends  on  the  length  of  the  borrowers' 
loans.    The  highest  amount  would  be  11.5  percent  for  loans  of  25  years,  10.5 
percent  for  20  years,  and  9.5  percent  for  15  years. 
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SUMMIT  BREWING  COMPANY  BREWS  SUCCESS 
November  23,  1994 

MINNEAPOLIS  —  Mark  Sturud  began  brewing  his  hand-crafted  specialty  beers 
in  1986,  when  fewer  than  two  dozen  micro-breweries  were  operating  in  the  United 
States.  Since  then,  micro-breweries  have  become  one  of  the  fastest  growing 
segments  of  the  brewing  industry  with  more  than  140  in  domestic  operation. 

After  spending  10  years  as  a  social  worker  specializing  in  adolescent 
chemical  dependency,  Sturud  felt  a  need  to  change  careers.  He  had  a  life  long 
interest  in  brewing  beer  and  was  especially  interested  in  Old  World  classical 
brewing  styles.  He  left  his  job  in  1983  to  become  an  understudy  at  a  fledgling 
micro-brewery  in  Albany,  NY.  He  paid  SI,  300  for  the  privilege  of  learning  the 
trade  from  the  ground  up.  - 

In  1984,  Sturud  wrote  a  business  plan  for  his  own  micro-brewery,  Summit 
Brewing  Company,  which  he  planned  to  locate  in  St.  Paul,  Minnesota.  He  also 
began  a  20  month  search  for  capital  to  make  his  dream  come  true.  Finding 
financing  was  not  easy. 

Sturud  soon  discovered  that  he  was  ahead  of  his  time  and  that  micro-brewing 
was  a  little  understood  concept.  His  family,  especially  his  father,  thought  he 
was  a  bit  crazy.  Many  of  the  potential  investors  he  approached  thought  the  same. 
Stubborn  and  persistent,  he  eventually  convinced  20  investors  to  risk  a  total  of 
3200,000.  With  this  equity  in  hand,  he  persuaded  First  Bank  to  loan  him  an 
additional  $250,000  guaranteed  by  the  U.S.  Small  Business  Administration  (SBA). 
Today,  Summit  Brewing  has  achieved  a  level  of  success  Sturud  only  dreamed 
about  a  short  time  ago.  Sales  this  year  are  approaching  14,000  barrels,  a  37 
percent  increase  over  1993.  Net  profits  could  be  as  high  as  $160,000.  The 
company  has  2  3  employees,  including  12  fiill  timers.  The  bank  loan  guaranteed  by 
the  SBA  has  been  paid  in  full. 

This  summer  Sturud  added  production  space  when  growing  demand  for  his  beers 
and  ales  resulted  in  shortages  and  calls  from  his  more  than  20  wholesalers  for 
more  product.    He  is  currently  searching  for  a  new  production  site  that  will 
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allow  him  to  meet  growing  demand.  On  a  recent  trip  to  Germany,  he  purchased 
brewing  equipment  that  will  give  him  the  capacity  to  brew  50,000  barrels  a  year. 
Although  small  in  comparison  compared  to  the  giants  of  the  industry.  Summit 
Brewing  has  carved  a  niche  for  itself  and  in  the  process,  has  become  a  respected 
small  brewer  with  great  potential  for  continued  success. 
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Blaylock  Diesel  Service,  Inc.  Expands 
Business  With  SEA  Assistance 

Kansas  City,  HO  -  August  9,  1994  -    Jim  Blaylock.  president  o£  Blaylock 
Diesel  Service,  Inc.,  3100  Military,  Baxter  Springs,  KS,  expanded  production 
and  increased  sales  of  his  service  company  with  financial  assistance  from  tba 
7(a)  loan  program  of  the  U.S.  Small  Business  Administration  (SBA) .   Blaylocic 
also  used  the  services  of  the  Small  Business  Development  Center  at  Pittsburg 
State  University,  Pittsburg,  KS.  for  assistance  in  evaluating  his  financing 
options.   The  Small  Business  Development  Center  (SBDC)  Program  is  administered 
by  the  SBA  and  provides  management  assistance  to  present  auid  prospective  small 
business  owners.   SBDCs  offer  'one-stop*  assistance  to  small  businesses  by 
providing  a  wide  variety  of  information  and  guidance  in  central  and  easily 
accessible  branch  locations. 

Blaylock  Diesel  Service,  Inc.,  began  in  1980  as  a  one-man  operation  in 
Jim  Blaylock's  garage  in  Baxter  Springs,  KS.,  and  has  grown  to  a  current  work 
force  of  26  employees  in  a  10,000  square  foot  facility  with  sales  of  more  than 
$1,250,000  in  1993.   Blaylock  said  "his  company  is  the  only  privately-owned 
company  in  the  United  States  that  has  the  capacity  and  scope  of  repairing 
turbo  components*.   The  company,  whose  main  service  is  the  repair  and 
remanufacturing  of  turbocharger  parts  used  primarily  in  dlesel  powered  seml- 
trucJcs,  is   forming  a  joint  venture  in  India  which  will  further  expand  the 
business.   The  company  has  broadened  its  marketing  area  to  include  Mexico, 
Canada,  Chile,  Venezuela,  Guatemala  and  Panama.   Blaylock  credits  the  SBA  with 
asalsting  In  the  growth  of  his  business. 

Blaylock  feels  the  biggest  obstacles  over  the  years  have  included 
financing  the  growth  of  his  business,  defining  and  locating  the  niarketplaca. 
and  acceptance  in  the  industry  of  remanufactured  parts.    Blaylock  said, 
■There  is  a  feeling  of  general  reluctance  which   exists  to  use  remanufactured 
parts.   However,  over  the  years,  our  company  has  refined  our  processes  of 
remanufacture  which  allows  us  to  produce  parts  that  have  both  quality  and 
profitability.* 
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Blayloclc,    a  VlBtnam-era   veteran   and  Native-American,    attended  Northeast 
Oklahoma  A  fc  M  College   in  Miami.    OK. 
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SBA  504  Program  Makes  Business  a  "Treat" 
January,  1994 

Orem,  Utah — Wes  and  Dian  Homolik  began  Granny  B'a  Cookies  in  Orem  in  1988, 
making  unique  sugar  cookies  in  the  back  of  a  small  pizza  restaraunt  using  an  old 
Crisco  can  to  cut  the  cookie  dough.  While  in  the  beginning  the  Homoliks  felt 
lucky  to  sell  24  cookies  a  day,  this  successful  firm  has  kept  that  old  Crisco  can 
to  remind  them  of  humbler  days. 

Granny  B's  Cookies  has  experienced  phenomenal  success.  Having  just  recently 
begun  to  distribute  products  nationally,  the  company  now  has  a  presence  on  the 
Eastern  seaboard.  Several  major  corporations,  including  Southland  Corporation 
(7-11  Stores),  and  McLane,  one  of  the  nation's  largest  wholesale  food 
distributor's,  carry  Granny  B's  products. 

Production  of  cookies  has  reached  about  3  5,000  per  day.  Based  on  20  work 
days  per  month,  this  translates  into  8.4  million  cookies  a  year. 

Wes  Homolik  says  that  he  is  most  proud  of  controlling  labor  costs.  Labor 
costs  account  for  only  11  percent  of  gross  sales,  well  below  the  norm  for  similar 
types  of  businesses.  The  company  has  consistently  grown  an  average  35  percent 
per  year. 

Granny  B's  Cookies  has  been  assisted  in  its  growth  with  two  U.S.  Small 
Business  Administration  504  fixed-assets  loans.  These  loans  were  arranged 
through  the  Deseret  Certified  Development  Company. 
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MATZVE  AMERICAN  RECErTES  RECOGNZTIOK 

AuguBCa,  Maine  -  -  Old  Town  Applicators,  founded  by  Miles  Francis  E. 
Francis,  Sr.  in  1973,  in  Veazie,  Maine  is  a  minority  small  business  (MSB) 
success  story.   Francis,  a  Penobscot  Tribal  member,  has  been  recognized  twice 
by  the  U.S.  Small  Business  Administration  (SBA)  for  operating  a  successful 
small  business.  In  1983  Old  Town  Applicators,  a  general  contracting  firm,  was 
named  the  8a  Contractor  of  the  Year  auid  in  1990  Francis  was  the  recipient  of 
the  Minority  Small  Business  Person  of  the  Year  Award. 

In  1976,  Francis  successfully  applied  for  a  $30,000  SBA  loan,  submitting 
a  business  plan  with  an  end  goal  of  becoming  a  full-fledged  general 
contractor.   "SBA  offered  programs  and   seminars  that  helped  me  learn  the 
process  and  paperwork  involved  in  contracting,"  says  Freuicis.   "To  this  day, 
if  a  Penobscot  Tribal  member  wanted  to  go  into  the  construction  business,  it 
probclbly  would  be  impossible  without  the  SBA  process,"  Francis  added. 

About  75%  of  Old  Town  Applicators  business  is  military  contract  awards. 
Two  of  the  Cutler  Naval  Station  projects  received  letters  of  commendation  by 
the  Department ' of  the  Navy  for  being  well  done  and  con^leted  ahead  of 
schedule.    Since  1985  Old  Town  i^jplicators  has  completed  over  $8  million 
worth  of  projects  for  the  Navy. 

In  addition  to  managing  his  business,  Francis  has  served  over  16  years  on 
the  Penobscot  Tribal  Council .  He  is  active  in  the  tribal  affairs  cind  recently 
helped  establish  a  tribal  business  that  now  en^loys  over  52  people. 
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Small  SBA  loans  get  big  return 

Red  tape  cut 
under  recent 
lending  plan 

i     ty  IUTXI.CCN  GAUAGHER 

Samin8<5t3«wTit«f 

Cleveluid  Lee  reliti  on 
household  pcsu  to  keep  bis 
tMiancsi  ruacanC- 

Tbc  twe  Out  pajri  tbe  bilU  l9 
lll«  Gentun  cockmarh.  Without 
tlut.  we'd  luve  a  turd  time.'* 
Mid  Lee,  presideot  wsd  owoer  of 
Metro  Pest  Cootrcl.  Metro  Pen 
Is  headqaanertd  io  Milwiukee 
and  bu  an  ofdce  in  Houston. 

Lun  W.  Haack.  on  the  other 
hud.  relici  on  campuie*  that 
have  prtnled  matenals  to  com- 
pular  sort.  Insert,  (old.  Ubel.  cut 


Hsacit  is  chairman  and  chief 
execotlTe  offlctr  at  MPS  Ser- 
*ioc*  Inc.  a  coauDerdal  ntailint 
service  in  Uenomooee  Falls.  He 
aod  Urn*  partner*  bought  MPS 
rrora  Manpower  lac  in  July. 

Although  their  busiaesses  are 
very  different.  Lee  and  Haack 
have  one  thing  in  coounoa.  Both 
icfied  OB  tbe  Smali  Business  Ad- 
mlBlsualiuu  to  guarantee  k>ans 
they  ncently  received. 

'Sntall  busiaesses  generate 
aost  of  the  Jobs  Mng  mane 
available  today,  so  tbe  SEA  is 
liaportaat.*  Haack  said.  The 
SBA  gnaranteed  a  seven-year 
(350.000  loan  that  allowed 
Haack's  eompaoy  to  buy  its 
e4ulp(nenL 

WlUwut  that  loan.  Haack  and 
his  pamers  probably  wnuidnt 
have  been  able  to  save  the  42 
jobs  at  MPS.  Before  Haack  and 
crew  decided  to  step  in  and  buy. 
Manpower  was  golag  to  dlscon- 
unoe  the  operauoa  aad  stU  its 


Baggfng  a  knn:  Kenneth  R.  Pincfcney  (left), 
vice  president  for  civie  banking  of  First  Bank 
Milwaukee,  halped  Larre  W.  Haack  (canter) 
and  Cleveland  Lee  get  Small  Business  AO- 


DAMcunnei/i 
minieiratkin  loans.  They  sit  among  ba^s  of 
customer  mail  that  Haack's  company,  MPS 
Services  Inc.,  will  deliver  to  tfie  post  office. 
Lae  IS  president  o(  Niletro  Pest  Control. 


Since  buying  MPS.  they've 
added  IS  jobs. 

Uaoy  owners  of  small  busl* 
aessex  don't  try  to  get  SBA 
toass  because  tbey  think  exces- 
sive paperwork  makes  It  diffi- 
cult to  gel  the  funds,  Haack 
said.  Bnt  he  had  a  good  expcri- 


The  SBA  has  "considered  the 
critique  tliat  jiosinesses  leveled 
at  (hem  and  have  adfusted  tlieir 
pxQcedures  and  the  complexity 
o(  ihefr  application  process  to 
make  H  easier.*  Haack  said. 

Saall-busloasa  owners  in 
particular  benefit  greatly  from 
SBA  guajan  tees. 

Lee's  nrs  SBA  loan  In  1979. 
for  example,  was  tor  18,000. 
Th*  loan  —  which  probably 


would  have  been  too  small  for 
most  banks  without  the  SBA 
guarantee  —  provided  worklag 
capital  and  tvads  lor  equipment. 

Metro  Pest  has  received  two 
more  SBA-guannieed  loans,  the 
most  recently  Ian  year,  a  five- 
year  loan  (or  STi.OOO.  The  loan 
provided  addiuonal  working 
capital,  paid  off  debt  and  ft- 
naaced  new  equipment. 

Lee  said  the  LowDoe  pro- 
gram the  SBA  iotroduced  in 
Just  really  helped  his  company. 

That  program  eliminated  a 
huge  amount  of  paperwork  for 
loans  of  SIOO.OOO  or  leas,  said 
Keaneth  R.  Pinekney.  vice  pres- 
ident for  CIVIC  banking  of  First 
Sank  Milwaukee.  First  Bank 
was  the  lender  for  the  latest 
SBA  loans  to  both  Haack  and 

'V  you  |M  the  proper  Infor- 
matioo  and  run  it  through,  it's  a 
fairly  easy  program  to  work 
with.'  PInckney  said. 

Before  the  SBA  developed  Its 


LowOoc  program,  banks  often 
didnt  find  it  prefluble  to  make 
loant  of  less  than  SlDO.ooo  be- 
cause of  all  the  paperwork. 
PInckney  laid. 

The  idng  on  tha  cake  notr  Is 
that  the  SBA  has  developed  a 
oce-page  appllcatloo  for  small 
loans,  so  banks  have  Inc^^ve 
to  go  ahead  and  do  IL"  Plocksey 
said. 

The  attractiveness  of  SBA 
guarantaaa  (or  banks,  however, 
baa  as  much  to  do  with  risk  as 
with  the  decreased  paperwork. 

Most  of  First  Bank's  S73,000 
loan  to  Metro  Pest,  for  example, 
is  guaranteed  by  the  SBA, 
PInckney  said. 

"Our  risk  Is  reduced  because 
80^  of  that  balance  Is  covered 
by  the  faith  of  the  government,' 
Plackney  said.  Ha  emphasized 
(hat  the  SBA  doeent  fuud  tu 
loans  directly,  but  rather  gives  a 
banlt  a  guarantee  that  'allows 
the  bank  to  do  things  it 
wouldn't  otherwise  do.*  That 


reduced  risk  means  a  great  deal 
to  entrapreneurs  who  are  trying 
to  fund  their  fledgling  business- 
es. Haack  said.  He  pointed  out 
that  he  and  his  partners  had 
only  part  o(  what  It  took  to  get 
their  business  going. 

Tha  four  of  ua  that  pur- 
chased this  company  are  men  ol 
ability,  not  men  of  substantial 
net  worth."  Haack  aald.  He  sug- 
gesud  that  maay  tntreprcoeurs 
~-  wlio  often  lack  collateral  and 
track  records  —  might  be  more 
cautious  If  they  didn't  have  ac- 
cess to  SBA  guarantees. 

Bankers  use  the  same  under- 
writing standards  and  analysis 
for  SBA  loans  as  for  any  other 
loans.  PInckney  said-  Bui  credit 
shortcomings  often  are  mitigat- 
ed by  the  SBA  guarantee,  he 
said. 

'Every  institution  has  Its  own 
roles  about  how  it  will  lend,  (f 
the  credit  Is  outside  those  rules, 
you  use  the  SBA  program  until 
It's  gone,'  Pinckaay  said. 


Ill 
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SBA's  504  loan 
program  is  hot 


By  MARK  MENSHEHA 

New  restrictions  on  the  U.S.  Small  Busi- 
ness Administration's  most  popular  loan  pro- 
gram have  San  Antonio  borrowers  using  an 
alternative  plan  at  a  record  pace. 

According  to  Small  Business  Administra- 
tion (SB A)  statistics,  21  loans  for  a  total  of 
S16  million  were  issued  using  the  SB  A  S04 
program  from  October  through  January  — 
the  first  four  months  of  the  SBA's  1995  fiscal 

During  that  same  period  gf  fiscal  1994,  •O-fSc'^^^^''^^^****'^  c^ 

only  six  loans  for  $5.3  million  were  issued  ,  .—  ..^^ 

through  the  504  program.  For  all  of  fiscal  fcoo^>o*Jw*     "^  V»-o>i-c»-r\ 

1994,  which  ended  Sept.  30,  1994,  22  loans 
for  $23  million  were  processed  through  the 
504  program.  ^-l'\-*^>3' 

"The  certified  development  companies 
(CDCs)  have  been  very  active,"  says  Dan 
Cifers,  chief  of  the  SBA's  finance  division  in 
San  Antonio.  "People  are  starting  to  hear 
about  the  program  a  little  more."  CDCs  are 
nonprofit  corporations  —  sponsored  by  pri- 
vate interests  or  the  government  —  that  par- 
ticipate in  making  SB  A  504  loans. 

Much  of  that  increased  awareness,  Cifers 
says,  steins  from  the  SBA  having  put  a  cap 
on  its  traditional  7(a)  guarantee  loan  pro- 
gram. That  cap  limits  the  size  of  loan  that  can 
be  processed  using  the  7(a)  program  to 
$500,000. 

Previously,  loans  of  any  dollar  value  could 
be  considered  for  a  7(a)  guarantee,  although 
the  agency  would  only  guarantee  up  to 
$750,000  of  the  loan.  But  the  popularity  of 
the  7(a)  program  was  drawing  down  the 
agency's  funds  to  the  extent  that  federal  offi- 
cials were  concerned  that  the  SBA's  funding 
would  run  out  before  the  year  ended. 

The  504  program  offers  small-business 
owners  long-term  loans  at  fixed  interest  rates 
and  requires  a  low  equity  injection.  The  pro- 
gram was  designed  primarily  for  construc- 
don,  real  estate,  and  long-term  equipment  fi- 
nancing, Cifers  says. 

Half  of  the  funding  for  a  504  prograc-  loan 
is  provided  by  a  bank,  and  40  percent  is  pro- 
vided by  a  CDC.  The  small-business  owner 
must  provide  only  10  percent  of  the  loan  to- 
tal, less  than  what  is  required  in  a  7(a)  loan. 

Because  there  are  three  pardes  involved, 
however,  these  loans  can  be  more  difficult  to 
close  than  7(a)  loans.  That  has  led  some 
prospective  borrowers  in  the  past  to  opt  away 
fiom  the  504  program,  Cifers  says. 

The  leading  504  lender  locally  to  date  is 
the  San  Antonio  Local  Development  Co. 
(SALDC).  SALDC  has  made  eight  504  loans 
for  $2J  million  for  the  first  quarter  of  its 
1995  fiscal  year,  ended  Dec.  31.  For  all  of 
fiscal  1994,  SALDC  made  just  14  loans 
through  the  504  program  for  $3.6  million. 
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